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Or M W Ridley

| am delighted to announce that 2006 has been another excellent
year for Northern Rock. Our strategy of using growth, cost
efficiency and credit quality to reward both shareholders and
customers continues to run well.

We reached all of our strategic goals and grew both assets and
profits to record levels. We increased lending by 23% taking us
to the position of fifth largest UK mortgage lender by stock.
Qur assets increased by almost 24% to pass £100 billion
and we recorded underlying profit growth of over 19% - well
within our newly upgraded strategic range. | congratulate the
executive team on another impressive performance in an intensely
competitive market.

Whilst we continue to grow rapidly, we have also continued to
invest in the business. OQur Head Office in Gosforth continues
to expand, several new branches have opened around the country
and development of our new office complex at Rainton Bridge,
near Sunderland, is underway. Looking wider, cur new online savings
operation in Denmark was launched in February 2007, with a
supporting office in Copenhagen.

CHAIRMAN'S STATEMENT

ECONOMIC AND MARKET BACKGROUND

Even though the Bank of England Base Rate has been rising, it
remains relatively low by historic standards. Long term unemployment
remains low and we continue to see stable levels of economic
growth. We expect house price inflation to moderate, and we
continue to see little prospect of a severe house price correction,

given that mortgages remain comparatively affordable.

Our core market is the mortgage market. In 2006, the gross
market was larger than originally predicted at about
£345 billion. This year, we expect the market to be above this
and in 2008, to be a little higher again, reflecting house price
growth. Support for the housing market remains strong, with
increasing demand for property in the UK from first time buyers,
immigrant labour, university leavers and a falling average
household size. This is combined with a restricted supply of
new housing completions. The remortgage market also remains
buoyant as customers seek to refinance at the end of their

“teaser” period.




ALIVE AND KICKING
Another year's sponsorship of Newcastle United FC has significantly raised our profile in both the UK and Europe,




CHAIRMAN’S STATEMENT (continued)

CORPORATE SOCIAL RESPONSIBILITY

In this year's report, we have included an expanded Community
and Environmental Report covering the progress we have made
as a socially responsible company and | would refer you to that
for further detail. We are proud of the fact that in rewarding
shareholders and customers, we also benefit employees and the
communities in which they live,

I am however, pleased to report briefly our continued charitable work.
In 2006, Northern Rock was ranked the third most charitable FTSE
100 company, because of its donation of 5% of pre-tax profits to
The Northern Rock Foundation. In 2006, this totalled
£31.4 million, allowing the Foundation to continue its excellent
work in the North-East and Cumbria. Since our flotation in
1957, the Foundation has received a total of £175 million. | am also
pleased to note that staff fund-raising, which is doubly matched
by the Foundation, exceeded £2 million - another notable landmark.

CORPORATE GOVERNANCE

Croup Finance Director Bob Bennett retired from the Board on
31 January 2007, and was replaced by Dave Jones, previously
Deputy Finance Director of the Company. Bob Bennett gave many
years of distinguished service to Northern Rock. He helped lead a
very successful flotation in 1997 and create a clear strategy for
the future based on growth, efficiency and credit quality. | thank

Bob for his contribution over the years.

Replacing him involved a search of the market for the best external
talent, who were compared with the best of our home grown
Executives and | am delighted that Dave Jones emerged successfully
from this search. In his appointment, we are able to ensure continuity
in the development of Northern Rock. Dave joined Northern Rock

plc in February 1997 and was appointed Deputy Finance Director
in December 2000.

Northern Rock appointed Merrill Lynch to act as joint corporate
broker to the Company from January 2007. They will work alongside
our existing broker Hoare Govett. We believe that a joint broker
arrangement is now appropriate and that the combined strength of
Hoare Govett and Merill Lynch will provide the support we need to

continue the successful development of the Company.

We hosted another Corporate Governance day in London in
November 2006, presenting our approach and core values to

our major shareholders.

TREATING CUSTOMERS FAIRLY

I remarked last year that consumer confidence is of great importance
to our business and we remain committed to fair and decent
treatment of our customers. Qur resclute and unique commitment
to offer existing customers the same mortgage deals as new
customers, when they wish to remortgage with us, is a prime
example. We believe this rewards loyalty and remains in the best

interests of both the customer and the business.

Further comment in this area is also included in the Community and
Environmental Report.

DIVIDEND
Your Board is recommencding a final dividend of 25.3 pence per share,
giving a total dividend per share of 36.2 pence - an increase of 20.3%.

CONCLUSION

We have once again grown the Company strongly in 2006.
Qur strategy does not change; we remain committed to efficiency
and cost control as we target growth in high quality assets. We will
continue to offer our customers transparent, competitive products
and provide good returns to our shareholders. We fund this
growth through retail savings, wholesale deposits, covered bonds

and securitisation.

| pay tribute to all the employees of Northem Rock who contributed
to this success in 2006.

ROCK STARS
We sponsored The All Star Cup celebrity golf tournament over the August

Bank Holiday weekend at Celtic Manor. South Wales. It was watched by 4.5 million people on ITV.







Adam § Applegarth

CHIEF EXECUTIVE'S REPORT

IN 2006 NORTHERN ROCK DELIVERED EXCELLENT RESULTS INCLUDING:

B RECORD UNDERLYING PROFIT ATTRIBUTABLE TO SHAREHOLDERS
OF £367.0 MILLION - AN INCREASE OF 19.1%

B TOTAL UNDERLYING ASSETS OF £100.5 BILLION - AN INCREASE
OF 23.9%

B RECORD GROSS5 LENDING OF £33.0 BILLION - AN INCREASE OF
22.7% AND A CROSS RESIDENTIAL MARKET SHARE OF 8.3%

B RECORD NET LENDING OF £16.6 BILLION - AN INCREASE OF 14.2%
AND A NET MARKET SHARE OF 13.4%

E CREDIT QUALITY REMAINED ROBUST WITH MORTGAGE ARREARS
OF 3 MONTHS OR MORE, AT 0.42% - LESS THAN HALF THE
INDUSTRY AVERAGE

OVERVIEW

2006 has been another encouraging year for Northern Rock.
In a competitive environment, we have delivered exactly what we
said we would. Asset growth is slowing gently to the centre of its
strategic range and underlying attributable profit is moving up
towards the centre of its range. Both strategic ranges are now
the same at 20%+/-5%. We have continued to deliver against
our strategic targets and we are pleased to announce results that
once again show strong growth, record profit and improved
earnings per share.

Cost efficiency remains key to our strategy. Effective cost control
drives down unit costs, which allows us to offer an excellent range
of innovative, price driven products that enhance our ability to
attract and retain high quality customers.

B COSTS TO ASSET RATIO IMPROVED TO 0.31%
B STATUTORY RETURN ON EQUITY OF 23.5% AND 21.9% ON
AN UNDERLYING BASIS

B STATUTORY EARNINGS PER SHARE OF 94.6p - AN INCREASE OF
30.5%. UNDERLYING EPS OF 88.1p - AN INCREASE OF 18.6%

B TOTAL DIVIDEND PER SHARE OF 36.2p - AN INCREASE OF 20.3%

M THE NGRTHERN ROCK FOUNDATION - SUPPORTING CHARITABLE
CAUSES - TO RECEIVE A TOTAL FOR 2006 OF £31.4 MILLION

Our core preducts, mortgages and retail savings, all performed
well in 2006, supported by our multi-channel distribution strategy.
We do not cross-subsidise and genuinely offer existing customers
new deals, which fuels our strong retention stance. Qur core
products are complemented by the sale of protection products,
offered in conjunction with our insurance partners. These products
are sold on a needs-driven basis, offering choice and transparency
to our customers.

We continued to invest significantly in people, systems and premises,
to support increased business volumes. We have continued to
expand our e-business links with both intermediaries and direct
customers. At the end of 2006, around 90% of all mortgage
applications were being submitted online, enhancing customer
service and further improving cost efficiency.




BATTING FOR OUR BRAND

Our sponsorship of Durham CCC's star players in the England team has helped raise our
internationat brand status.




CHIEF EXECUTIVE'S REPORT (continued)

In addition to the expansion of our Gosforth headquarters,
a new office complex has commenced development near
Sunderland, we have opened several new specialist mortgage
branches and an office in Copenhagen in support of our new
online savings operation in Denmark.

LENDING

2006 was another year of record lending. Total gross lending
was £33.0 billion - 23% higher than in 2005 and our second half
performance was particularly strong. By restricting redemptions,
we were able to grow net lending by 14% to £16.6 billion.
This strong momentum in our lending means we entered
2007 with a total pipeline of £6.2 billion - 18% higher than
the previous year

Locking at residential mortgages, our gross lending for the year
was 23% higher at £29.0 billion and net lending was 13% higher
at £15.1 billion, again with a strong second half performance.
We are now the fifth largest UK mortgage lender by stock.

However, we have not sacrificed quality of lending and saw three
month plus arrears numbers fall in the second half of the year
to 0.42% - less than half the industry average. The proportion
of “together” lending, our highest risk product, fell from 35%
in the first 6 months of the year, te 26% in the second half
of 2006 and the proportion of lending over 90% LTV fell
from 30% to 22% in 2006.

Our standalone unsecured personal loan book has also contineed to
prove resilient. Total balances in the portfolio have increased to
£4.2 billion. The level of loans over 3 months in arrears has
remained stable since the half year, at 1.09%, an extremely low
level of default for unsecured loans.

FUNDING

We continued to develop our broad based and diversified funding
platform in 2006. There are four arms - retail funding, wholesale
funding, securitisation and covered bonds - and we raised a total
of £18.8 billion.

Our retail funding of £2.5 billion represented 14% of flow and we
now have retail balances of £22.6 billion - 24% of total funding
stock. We have 1.3 million accounts, with a strong franchise
spread geographically across the UK, Guernsey and lreland.
In February we expanded our funding operation into Denmark.

New wholesale funding in 2006 reached £2.9 biflion reflecting both
improved credit ratings and our continued expansion into new
geographical territories. We now have established funding programmes in
most major international capital and debt markets. Within these
markets we have established a strong profile which meant that
around 25% of the total was raised in the private placement
medium term note market. We see plenty of scope to increase
our funding in these markets to support our business growth.

We successfully completed four securitisation issues in 2006
through our Granite programme, totalling £17.8 billion, including
our biggest ever single issue of £6.0 billion. The appetite for
securitisation, particularly in the US and Europe, remains huge.
We now have a total securitisation book of £40.2 billion, representing
43% of total funding stock, and we would expect this to remain
at or about that level going forward.

Finally, in 2006 we completed two covered bond issues totalling
£2.7 billion. Again demand remains strong, particularly in Europe,
and it represents a very attractive form of funding. Qur share of
this market is small and we are receiving encouraging noises from
international investors to launch a covered bond in wider
territories in 2007, so again we can see more capacity for the

future.

CREDIT QUALITY

The credit quality of our assets remains strong. The arrears
performance of our residential lending book reflects this, with
only 0.42% of accounts three months or more in arrears - below
half the industry average - compared with 0.45% at 30 june 2006.

The reason for this improvement is partially because we have
enhanced our debt management operation and partially because
we have further improved our credit scoring and front-end risk
underwriting processes to eliminate higher risk applicaticns.
Our scorecards are highly predictive and are now used extensively in
our risk management approach. We have also strengthened our
monthly behavioural scoring of existing mortgage borrowers, which
gives an early warning of potential default - so we are confident
that the current historically low level of default will continue.

The proportion of personal unsecured loan arrears and commercial
loan arrears also remain very low, reflecting our consistent policy

of attracting only high quality lending in these areas.
BASLE It

We continue to expect to be a beneficiary from Basle Il and
anticipate moving to full IRB waiver for our mortgage portfolio
very soon, subject to sign off by the FSA. It must of course be
remembered that there is a three year transitional period over
which any capital release will be realised.




The outcome of our Basle project continues to mean for us:

* Lower credit risk weightings
* Upward pressure on our capital ratios compared to Basle |
* Reduced capital appetite for good quality new lending

For the industry, there is unlikely to be significant capital release
for average quality mortgages. Nor do we expect to see front-end
spreads get pushed down by excess capital being competed away.

QUTLOOK

UK economic fundamentals are set to remain supportive for the
mortgage market - our core market, Whilst interest rates have
nudged up, they remain historically low and long-term unemployment
also continues to trend at low levels, meaning mortgage affordability
remains good. Last year's gross market was £345 billion and this
year we expect it to be at least £350 billion, with 2008 a little
higher, reflecting recent house price growth, which we see rising
in line with earnings.

There are very limited alternative forms of tenure and inelastic
supply. New housing completions cannot keep pace with the key
demand drivers - immigrant workers, first time buyers drifting
back into the market, the average size of households falling
and home ownership being the preferred tenure option. The
professional buy-to-let market also has structural support, from
both the immigration of labour and students leaving University with
over-hanging debt but still seeking an independent household - they
are natural tenants for rental properties.

The remortgage market also remains strong, the trigger event here
is the end of a “teaser” rate product. Households typically then

LOCAL HEROES

Local rugby luminaries the Newcastle Falcons have appeared on the

regional, national and international scenes as ambassadors for the brand.

reorganise debts and seek the next follow-on teaser product.
We perform very well in retaining these customers. The second
part of the remortgage market relates to home movers and this
is an area we will focus on going forward. Of the volume lenders,
only Northern Rock now genuinely offers best deals to all customers
and we are well placed to compete in this market.

| am pleased to be able to report another encouraging year of
business performance. We are focussed on delivering our strategic
targets and continue to build on the foundations we have in place.
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THE BOARD

During 2006, the number of meetings attended by each Director was as follows:

Board Audit Nominations Remuneration Risk
Number of meetings held in 2006 mn 5 3 2 4
Non - Executive Directors
Dr M W Ridley, BA, DPhil — Chairman 1 3
N A H Fenwick, MA 1 5 2
Sir lan Gibson, CBE 10 4 3 2 4
- Senior Independent Director
N Pease, BA 10 4 2
M ) Queen, BA, FCA 10 5 2
R A Radciiffe, CBE, MA, MPhil, FIMC* 5 i 2 3
Sir Derek Wanless, MA, FCIB, MIS N 5 3 2 4
Sir Gearge Russell, CBE, DEng., BA 4 1
(Retired 25 April 2006)
Executive Directors
A ) Applegarth, BA n 4
D F Baker, BSc, FCIB 10 4
R F Bennett, FCA, ACMA, IPFA n 3
K M Currie 10 4
A M Kuipers 1 4

*Member of Audit Committee from 28 June - 18 December 2006 during which time one meeting of that Committee was held.
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M W Ridley, Chairman

Matt Ridley {(aged 49), was appointed Chairman of the Company
on 27 April 2004. He was appointed as a Non-Executive Director
of Northern Rock plc in November 1996 having previously joined
the Board of Northern Rock Building Society on 1 June 1994,

Dr Ridley is an author and businessman who also holds other Non-
Executive Directorships which include Northern Investors Company
PLC, Northern 2 VCT plc and P A Holdings Limited. He is Chairman
of both the Nominations and Chairman's Committees.

A ] Applegarth, Chief Executive

Adam Applegarth (aged 44), has worked for Northern Rock since
1983. He became an Executive Director of Northern Rock Building
Society in January 1996, was appointed as an Executive Director of
Northern Rock plc in October 1996 and subsequently became the
Company’s Chief Executive in March 2001. Mr Applegarth is a
Non-Executive Director and Chairman of the Remuneration
Committee of Persimmon plc. He is also governor of the Royal
Grammar School, Newcastle upon Tyne. Mr Applegarth is a Member
of both the Chairman’s and Risk Committees.

D F Baker, Deputy Chief Executive

David Baker (aged 53), was appointed as the Company’s Deputy
Chief Executive in September 2005. He became an Executive
Director of Northern Rock Building Society in January 1996 and
was appointed as an Executive Director of Northern Rock plc in
October 1996. He is a Fellow of the Chartered Institute of Bankers.
In his present role he is responsible for the direction and
management of the Company's operations. Mr Baker is Chairman of
the North East Enterprise Bond and a Trustee of the University of
Newcastle upon Tyne Development Trust. Mr Baker is a Member of
both the Chairman's and Risk Committees.

K M Currie, Treasury Director

Keith Currie (aged 50}, was appointed to the Board as an Executive
Director in January 2005. Mr Currie is responsible for the
management of the Company’s Group Treasury function including
liquidity, wholesale funding, derivative portfolios and the
management of the Company’s securitisation funding and covered
bond programmes. Mr Currie is a Member of both the Chairman’s
and Risk Committees.

N A H Fenwick, Non-Executive Director

Adam Fenwick (aged 46), was appointed to the Board as a Non-
Executive Director in November 2003. He is Group Managing
Director of Fenwick Limited and a Non-Executive Director of
John Swire and Sons Limited. He is also a Trustee of Newcastle
Theatre Royal Trust Limited. Mr Fenwick is a Member of both the
Audit and Remuneration Committees.

Sir lan Gibson, Senior Independent Director

The Senior Independent Director, Sir lan Gibson (aged 60}, was
appointed to the Board as a Non-Executive Director in September
2002. He is a Non-Executive Director of both GKN plc and
Creggs ple, and Chairman of Trinity Mirror plc. He was also a
member of the Court of the Bank of England from 1999 toc 2004.
Sir lan is a Member of the Audit, Nominations, Risk, and
Remuneration Committees.

D A Jones, Group Finance Director

The Group Finance Director, Dave Jones (aged 48), is a Chartered
Accountant. He was appointed to the Board in February 2007. In
his present role, he is responsible for Finance, Internal Audit and
Compliance, Group and Credit risk management. Mr Jones is also a
Trustee of the Northern Rock Pension Scheme. Mr Jones is a
Member of both the Chairman’s and Risk Committees.

A M Kuipers, Commercial Director

Andy Kuipers (aged 49), was appointed to the Board as an
Executive Director in January 2005. He is responsible for the
co-ordination and direction of the Company's sales, marketing,
products, pricing and retention activities. Mr Kuipers is a Member
of both the Chairman’s and Risk Committees.

N Pease, Non-Executive Director

Nichola Pease (aged 45}, is Chief Executive of ] O Hambro Capital
Management Limited. She was appointed as a Non-Executive
Director of Northern Rock ple in February 1999. Ms Pease is
Chairman of the Remuneration Committee and is a Member of the
Audit Committee.

M ] Queen, Non-Executive Director

Michael Queen (aged 45), is a Director of 3i Group plc where he is
responsible for Infrastructure and Growth Capital Investments. He is
a Non-Executive Director of Osprey plc. He was appointed to the
Board as a Non-Executive Director in January 2005. Mr Queenis a
Member of both the Audit and Remuneration Committees.

R A Radcliffe, Non-Executive Director

Rosemary Radcliffe (aged 62}, was appointed to the Board as a
Non-Executive Director in March 2005. She is currently Non-
Executive Chairman of Newcastle International Ajirport Limited, and
a member of the Guernszy Financial Services Commisson. Until July
2001, she was a Partner with PricewaterhouseCoopers, and served
as a member of PwC's Global Board. She also acted as the first
independent Complaints Commissioner for the UK Financial
Services Authority. Miss Radcliffe is currently a Member of the
Audit, Remuneration and Risk Committees.

Sir Derek Wanless, Non-Executive Director

Sir Derek Wanless (aged 59), joined the Board as a Non-Executive
Director in March 2000. He was previously Group Chief Executive
of National Westminster Bank plc from 1992-1999 and is currently
Chairman of Northumbrian Water Group plc. Sir Derek is Vice
Chairman of the Statistics Commission and is a member of the
Board for Actuarial Standards at the Financial Reporting Council.
Sir Derek is Chairman of both the Audit and Risk Committees and a
Member of the Nominations and Remuneration Committees.

Note
On 25 April 2006 and 31 January 2007, Sir CGeorge Russell and
Bob Bennett respectively retired from the Board of Directors.




Northern Rock plc (the Company) regards
adherence to the principles of good
corporate governance to be of the utmost
importance. The Board is accountable to
the Company’s shareholders for corporate
governance. The revisions to the Combined
Code published in 2006, will apply to the
Company for reporting year 2007, The
following describes how the Company
applies the principles and provisions
contained in the Combined Code of
Corporate Governance published in July
2003 (the Combined Code). The Listing
Rules of the United Kingdom Listing
Authority require listed companies to
disclose how they comply with the
Combined Code and, where they do not do
50, to provide a clear explanation of why
they do not comply.

For the period 1 January 2006 to

31 December 2006, the Company complied
with all aspects of the Combined Code and
with the 2005 Turnbull Guidance on

Internal Controt (Turnbull Guidance).

THE BOARD OF DIRECTORS

The Board of Directors meets regularly
throughout the year and retains full and
effective control over the Company and its
subsidiaries (the Group). It is collectively
responsible for the success of the Group
and determines its strategy and policies
whilst monitoring performance. The Board
met eleven times during 2006 and, after
the retirement of Sir George Russell on

25 April 2006, comprised the Chairman,
the Senior Independent Director, five other
Non-Executive Directors, the Chief
Executive and four other Executive
Directors. Where Directors were absent
from Board or Committee meetings, on
each occasion the Board or respective
Committee was satisfied with the apologies
that were offered.

The Board has a written schedule of
matters reserved for its review and
approval. Reserved matters include: the
setting of capital expenditure budgets, the
declaration of dividends, the setting of
policies for balance sheet structural risk
management, the raising of non retail
funds, liquidity, credit risk, and the approval
of the annual report and accounts. It has
also adopted a detailed procedures manual

which covers the responsibilities and

procedures of the Board, its Committees

and its officers.

Authority for the execution of approved
pelicies has been delegated by the Board
to the Company's Executive Committee and
the Chief Executive. The Executive
Committee comprises the Chief Executive,
the other Executive Directors and the

Company Secretary.

Within the parameters set out in the
Executive Committee’s terms of reference,
the Committee has responsibility for
facilitating the Company’s effective
operation to ensure that it meets its
objectives through the implementation of
the Strategic and Operational Plans. The
Committee also monitors developments in
the Company's core markets, and examines,
appraises and reviews defence initiatives,
potential acquisitions and corporate
finance initiatives. It also establishes
processes to control, appraise and review
the implementation of any new procedures

that are agreed upon.

The Management Board Asset and Liability
Committee is responsible for overseeing
the management and review of the
Company's balznce sheet risk profile and
processes, the Company's balance sheet,
income statement and liquidity profiles. In
addition, the Committee has authority to
authorise use by the Company of
structured financial products and private
equity investments in accordance with the
polices and procedures set down in the
Corporate Finance and Structured Financial
Policy statement approved by the Board.

A clear division of responsibility exists
between the Chairman, who is responsible
for running the Board, and the Chief
Executive who has responsibility for running
the business. This division is clearly set out
in the Chairman’s letter of appointment and
the Chief Executive’s job description.

APPOINTMENTS TO THE BOARD

The Company's Articles of Association
require that each Director stands for re-
election at least every three years and that
Directors appointed by the Board should
be subject to election by shareholders at
the first opportunity after their
appointment. The Directors to retire by
rotation will be those in office longest since

their previous re-election. Non-Executive
Directors are appointed for a specified

term subject to re-election.

The Company’s policy is that Nen-
Executive Directors will stand down from
office at the conclusion of the next Annual
General Meeting following their seventieth
birthday. In accordance with this policy,
Sir George Russell retired from office at
the conclusion of the 2006 Annual
GCeneral Meeting.

DIRECTORS

More than half of the Board comprises
Non-Executive Directors, all of whom have
experience in a wide range of commercial or
banking activities. The Board is required to
determine whether each Director is
independent in character and judgement
and whether there are relationships or
circumstances which are likely to affect, or
could appear to affect, the Director's
judgement. The Board considers all of the
Non-Executive Directors to be independent
for the purposes of the definition in the
Combined Code. Both individually and
collectively, they provide close scrutiny of
the performance of management and the

reporting of its performance.

INDUCTION AND TRAINING

It is the Company’s policy that every
Director should receive appropriate training
when he or she is appointed to the Board,
and subsequently as necessary. The
Company’s induction process is designed
to ensure that every new Director
understands his or her responsibilities as a
Director of the Company. Where
appropriate, the process also enables
Directors to build an understanding of the
Company, its business and the market in
which it operates. It also assists with the
formulation of a link with the senior
executives in the Company and facilitates
an understanding of the Company’s main
relationships with its major customers,

suppliers and shareholders.

The initial induction programme is
supported by an ongoing training
programme for all Directors to ensure that
they remain fully up to date with legal,
regulatory and financial developments. In
addition to this programme, at Board
meetings during 2006, a number of the



Company's senior executives provided
presentations concerning their areas of
responsibility. This ensures that the Board
remains fully up to date on the Group’s
business. All Directors were also offered
individual training on the application of the
revised international accounting standards
to the Company’s business. The ongoing
training process is enhanced by the annual
appraisal process, where Directors are
asked to identify areas where additional

training is required.

To enable the Board to function effectively,
all Directors have full and timely access to
all information which may be relevant to
the discharge of their duties and
obligations. The Company also arranges
additional, specific training or support for

any Director who requests it.

The Chairman ensures that all Directors are
properly briefed on issues to be discussed
at Board meetings. All Directors are able to
obtain further advice or seek clarity on
issues raised at Board meetings from within
the Company or from external professional
sources. All Directors have access to the
advice and services of the Company
Secretary who is responsible for ensuring
that Board procedures and applicable rules

and regufations are observed.

Additionally, the Company Secretary
provides regular reports to the Board to
ensure that it remains up to date on the
latest regulatory, legal and governance
developments relevant to the Company and
its officers. Where necessary, the Directors
are able to take independent professional

advice at the Company’s expense.

INDEMNITIES

The Company’s Articles of Association
provide an indemnity to Directors against
certain liabilities incurred as a result of
their office. The indemnities extend to
defending any proceedings in which
judgement is given in the Directors’ favour,
or in which they are acquitted or in any
proceedings in which relief is granted by a
court from liability for negligence, default,
breach of duty or breach of trust in
relation to the affairs of the Company. In
addition, the Company arranges Director's

and Officer’s Insurance on behalf of its

Directors in accordance with the provisions
of the Companies Act 1985.

BOARD EVALUATION AND DIRECTOR
APPRAISAL

The Combined Code requires that Non-
Executive Directors, the Board and its
Committees should be subject to annual
appraisal. Where a Non-Executive Director
is proposed for re-election beyond six
years, the proposal should be subject to a
particularly rigorous review, and should
take into account the need for progressive

refreshing of the Board.

All Executive Directors, Non-Executive
Directors and the Chairman were subject to
an appropriate appraisal during the year
under review to ensure that their
contribution continued to be of the
highest standard.

The Chief Executive and all of the Non-
Executive Directors were appraised by the
Chairman whilst the appraisal of the each
of the Executive Directors was completed
by the Chief Executive. After a meeting of
the Non-Executive Directors, in absence of
the Chairman, and having also canvassed
the opinions of the Executive Directors, the
Senior Independent Directer conducted

the appraisal of the Chairman.

For the year under review, the conclusion of
the appraisal exercise was that each Non-
Executive Director, Executive Director and
the Chairman continued to demonstrate a
continued commitment and effective
contribution to their position. The terms of
appointment of each Non-Executive
Director have been renewed for a further
year with effect from 1 January 2007,
subject to re-election where appropriate at
the Annual General Meeting to be held in
April 2007.

In addition to the appraisal of the
individual Directors, an evaluation of the
Board and its Committees was also
compfeted. This evaluation process
consisted of a lengthy questionnaire that
canvassed the Directors’ views on a wide
range of matters including, the
effectiveness of the Board, its Committees
and the Chairman. The Directors were also
asked to comment on the Board meeting
process, the composition of the Board, and

the interaction between the Board and its

Committees.

The Secretary reported to the Board on
the outcome of the evaluation exercise,
which showed that the Board and its
Committees were discharging their
responsibilities effectively. The process was
completed by the Board considering and
debating the Secretary's report and
reviewing the respective strengths and
weaknesses of the Board, its members and

its Committees.

As a result of this review process the Board
decided that a programme of departmental
site visits would be organised for Non-
Executive Directors during the course of
2007. It was alsc agreed that agenda of
certain Board meetings during the year
would provide for a greater element of

consideration of wider strategic topics.

BOARD COMMITTEES

In accordance with the Combined Code
and the best principles of corporate
governance, the Board has established a
number of Committees to assist it in the
way that it deals with matters that are
reserved for its consideration. The
Chairman and membership of each

Committee are set out on page 17.

Each Committee has detailed terms of
reference clearly setting out its remit and
authority. In accordance with the
Combined Code, the terms of reference of
the Audit, Nominations, Remuneration and
Risk Committees are available on the
Company's website and on request in

writing from the Company Secretary.

In addition to the meetings of the Board
and the Committees which took place
throughout the year, the Chairman also
held meetings with Non-Executive Directors
in absence of the Executive Directors and
the Non-Executive Directors met in absence

of the Chairman and the Executives.

The following paragraphs set out details of
the Committees and the particular work
that they undertake.

AUDIT COMMITTEE

The Audit Committee comprises six
independent Non-Executive Directors and
met five times during 2006. During 2006,




membership of the Committee increased to
six, following the appointment of Rosemary
Radcliffe to the Committee. Miss Radcliffe
attended one meeting of the Committee
before resigning from it in light of concerns
raised by PricewaterhouseCoopers LLP
about the effect that her membership of
the Committee may have on their
independence as Reporting Accountants
under SEC rules in the USA. Miss Radcliffe
is a former PricewaterhouseCoopers
partner. Following further detailed
consideration of this matter Miss Radcliffe
has been reappointed to the Committee on
15 february 2007.

The Committee considers and, where
appropriate, advises the Board on all
matters relating to regulatory, prudential
and accounting requirements that may
affect the Group. It reports to the Board
on both financial and non-financial controls
and monitors the integrity of the financial
statements of the Company and any formal
announcements relating to the Company's
financial performance. An important aspect
of its role is to ensure that an objective
and professional relationship is maintained

with the external auditors.

The Audit Committee has responsibility for
recommending the appointment, re-
appointment and removal of the external
auditors. In February 2006, the Audit
Committee reviewed the effectiveness of
the external auditors and made a
recommendation that they be re-appointed
for a further 12 months. The Board
accepted this recommendation and an
appropriate resolution was passed at the
2006 Annual General Meeting.

The Audit Committee reviews the scope
and results of the annual external audit, its
cost effectiveness, and the independence
and objectivity of the external auditors. It
also reviews the nature and extent of any
non-audit services provided by the external
auditors. The external auditors may attend
all meetings of the Audit Committee and
they have direct access to the Committee
and its Chairman at all times.

The Director {Audit and Compliance)
provides further assurance that the
significant risks identified by the business
are properly managed. The Director (Audit
and Compliance) also has direct access to

the Audit Committee and its Chairman. The
Executive Directors are not members of the
Audit Committee but attend meetings by
invitation of the Audit Committee, as

necessary, to facilitate its business.

The Audit Committee reviews the internal
control system on behalf of the Board and
is also responsible for reviewing the
effectiveness of the Internal Audit function.
At each meeting the Committee receives
reports of reviews conducted throughout
the Company by the Internal Audit and,
periodically, Compliance functions.

The Combined Code requires the Board to
be satisfied that at least one member of
the Audit Committee has recent and
relevant financial experience. The Board is
satisfied in this regard and, in addition, in
the opinion of the Board the qualifications
of each of the Audit Committee members
gives the Audit Committee the breadth

of financial experience to discharge

its responsibilities.

CHAIRMAN'S COMMITTEE

The principal function of the Chairman’s
Committee is to review the Company's
strategy and to consider any major
operational issues or proposals for
significant new initiatives that may arise.
The Committee only meets as a formal
Committee in exceptional circumstances
and its activities are reported to the Board.
The Committee comprises the Chairman,
the Executive Directors and the

Company Secretary.

NOMINATIONS COMMITTEE

The Nominations Committee comprises the
Chairman, the Senior Independent Director
and one other independent Non-Executive
Directors. The Committee met three times
during 2006. It monitors and reviews the
membership of, and succession to, the
Board of Directors and the Committee
makes recommendations to the Board in
this regard. One of its functions is to
identify potential Executive and Non-
Executive Directors taking into account

the requirement for the members of the
Board to have an appropriate range of
skills and experience to understand the
activities of Northern Rock and its

subsidiary undertakings.

During 2006, the Committee considered
the succession to the position of Group
Finance Director. Whitehead Mann was
retained to undertake a search to identify
potential candidates for the role and in
addition to the external candidates that
were identified by Whitehead Mann,

Mr Dave Jones, an internal candidate, was
also considered. Following a series of
interviews with all of the candidates, the
Nominations Committee recommended to
the Board that Mr Jones be appointed as
successor to Mr Bennett as Group Finance
Director. After consideration by the Board,
the recommendation was approved.

Mr Jones became Group Finance Director
on 1 February 2007.

REMUNERATION COMMITTEE

The Remuneration Committee comprises six
independent Non-Executive Directors and
met twice in 2006. It is responsible for
considering and advising the Board on the
remuneration policy for Executive Directors
and the Chairman, and for determining
their remuneration packages. In discharging
its responsibilities the Remuneration
Committee takes professional advice from
within and outside the Company. It is the
Board's responsibility to determine the
remuneration policy for Non-Executive
Directors within the limits set in the
Articles of Association. The Remuneration
Committee also determines the level of
remuneration for the Company’s
Management Board Directors (comprising
management at the level immediately below
the Board}).

During 2006, with the assistance of New
Bridge Street Consultants LLP {(*NBSC"),
the Remuneration Committee approved a
revised structure of remuneration for
Executive Directors, shareholder approval
for which will be sought at the Annual
General Meeting in April 2007. In
accordance with the requirements of the
Directors’ Remuneration Report
Regulations 2002 further information may
be found in the Directors’ Remuneration
Report. NBSC has no other connection
with the Company.

RISK COMMITTEE
The Risk Committee comprises three
independent Non-Executive Directors and




the Executive Directors. Mr Jones joined
the Committee with effect from ¥ February
2007. The Risk Committee met four times
during 2006. The main role of the Risk
Committee is to review, on behalf of the
Board, the key risks inherent in the
business, the system of control necessary
to manage such risks, and to present its
findings to the Board.

This responsibility requires the Risk
Committee to keep under review the
effectiveness of the Group’s system of
internal controls, which includes financial,
operational, compliance and risk
management contrals and to foster a
culture that emphasises and demonstrates
the benefits of a risk-based approach to
internal control and management of the
Croup. The Risk Committee fulfils this remit
by reinforcing management's control
consciousness and making appropriate
recommendations to the Board on all
significant matters relating to the Group’s

risk strategy and policies.

Other responsibilities of the Risk
Committee include keeping under review
the effectiveness of the Group's risk
management infrastructure. This involves an
assessment of risk management procedures
(for the identification, measurement and
control of key risk exposures} in
accordance with changes in the operating
environment. It is also primarily responsible
for considering any major findings of the
Financial Services Authority and
management'’s response to any risk
management review undertaken by Internal
Audit or the External Auditors.

To assist the Board in discharging its
responsibilities for the setting of Risk
policy, the Risk Committee periodically
reviews the Group's credit risk, interest rate
risk, liquidity risk and operaticnal risk
exposures in relation to the Board’s risk
appetite and the Group's capital adequacy.
As part of the implementation of the
International Convergence of Capital
Measurement and Capital Standards:
Revised Framework {commonly known as
Basle ll) the Committee has responsibility
for monitoring the performance of the
Company's Basle credit rating systems and
reviewing reports prepared by the
Company's Basle designated committees.

The Risk Committee also ensures that the
public disclosure of information regarding
the Group's risk management policies and
key risk exposures is in accordance with
statutory requirements and finandial

reporting standards.

INTERNAL CONTROL

The Board of Directors is responsible for
the Group's system of internal control and
for annualty reviewing its effectiveness. The
system of internal control is designed to
manage risk rather than eliminate it and in
this regard, the Board considers that
Northern Rock is a well-controlled, risk-
averse business that continues to adopt a
prudent stance in the management of risk.
The Board has reviewed the effectiveness
of the system of internal control and is
satisfied that there is a sound system of
internal control that safeguards
shareholders’ investments and the
Company's assets. Where necessary, the
Board confirms that action has been taken
or is being taken to remedy any significant
failings or weaknesses identified from its
review of the effectiveness of the internal

control system.

In accordance with the guidance set out in
the Turnbull Guidance, the Company has
an ongeing process for identifying,
evaluating and managing the significant
risks faced by it. This process was in place
for the period 1 January 2006 to 31
December 2006 and remained in place on
the date that the 2006 Annua! Report and
Accounts was approved by the Board. As
part of the Company's continuing
evaluation of Internal Control, the Board
has reviewed and (where necessary)
updated the process for identifying and
evaluating significant risks affecting the
business and the policies and procedures
by which these risks are managed but it
should be noted that the system can only
provide reasonable not absolute assurance

against material misstatement or loss.

The Company is committed to developing
and maintaining a control-conscious
culture in all areas. This is achieved through
a well-defined organisational structure with
clear reporting lines and a commitment to
recruiting and training staff governed by
appropriate codes of conduct. In addition,

the Group maintains procedure manuals

that detail the procedures to control
physical and logical access, segregation of
duties and credit, expenditure and other
authorisation limits. There are well-
established budgetary and strategic
planning cycles, and the Board reviews the
results monthly against budgets, forecasts
and prior year actual results, together with

other key business measures.

The Chief Executive reports to the Board
an behalf of the Executive Committee on
significant changes in the business and the
external environment which affect
significant risks. The Board also receives
monthly financial information, which
includes key performance and risk
indicators. Where areas for improvement in
the system are identified, the Board
considers the recommendations made by
the Executive Committee, the Risk
Committee and the Audit Committee.

A detailed description of the Group's
approach to financial risk management and
the related use of derivatives is set out in
the Operating and Business Review and
note 37 to the accounts. Material risk
exposures are subject to Board policy
statements that set out the exposure limits
of the risks and the hedges and control

techniques to be utilised.

in addition, regular reporting of all risk
€xposures is monitored throughout the
Company by the Operational Risk Group
whose membership is drawn from each of
the Company’s departments within which
operational risk may arise. This Group
reports to the Management Board Asset
and Liability Committee on a monthly basis
and subsequently to each meeting of the
Fisk Committee.

The Company's Internal Audit function
provides a degree of assurance as to the
operation and validity of the system of
internal control and planned corrective
actions are independently monitored for

timely completion.

The Company has in place a formal
procedure by which staff can, in
confidence, raise concerns about possible
improprieties in financial and other matters
- commonly referred to as ‘whistleblowing’
procedures. Details of these arrangements
are set out in the Company's Standards of




Business Conduct. The Company's
whistieblowing policy is intended to
encourage and enable staff to raise serious
concerns. Employees reporting concerns in
this way are afforded certain rights through
legislation (Public Interest Disclosure Act
1998) and have access to a confidential

‘whistleblowing' telephone line.

The Audit Committee reviews this
procedure on an annual basis and remains
satisfied that it incorporates arrangements
for the proportionate and independent
investigation of matters raised and for

appropriate follow up action.

COMMUNICATIONS

A Summary Annual Report is issued to all
shareholders and a copy of the Annual
Report and Accounts and The Northern
Rock Foundation's report is available by
written request to the Company Secretary
or from the Northern Rock website:
www.northernrock.co.uk. The Company
communicates regularly with its
shareholders who are given the opportunity
to raise matters for discussion at the Annual
General Meeting. The Company also deals
with a number of written enquiries from
shareholders throughout the year.

The Company regards communication with
institutional shareholders as important and
its Investor Relations department maintains
a high level of contact throughout the year
with institutional shareholders. On

1 November 2006, the Company held its
second biennial Corporate Governance
presentation for investors, invitations to
which were sent to the Company's top 50
investors. The presentation was attended
by the Chairman, Senior Independent
Director and the Chief Executive and
investors were afforded the opportunity to
raise any issues that they had on the
Company's governance arrangements. It is
presently the Company’s intefition to
repeat this exercise in 2008.

The Company Secretary also reports
regularly to the Board on feedback

received from shareholders. Additionally,
the Chief Executive, Group Finance Director
and other Executive Directors have
extensive ongoing contact with
shareholders and feedback arising from this
is also reported to the Board. Coupled with

presentations from analysts and brokers
throughout the year, these arrangements
ensure that all Directors, both Executive
and Non-Executive, remain up to date on

the views of major shareholders.

As Senior Independent Director, Sir lan
Gibson is available to shareholders if they
have concerns which contact through the
normal channels of Chairman, Chief
Executive or Group Finance Director has
failed to resolve or for which such contact

is inappropriate.

To ensure that opportunities are offered to
major shareholders to meet with members
of the Board, a number of more informal
meetings are also held throughout the year
where investor feedback on strategy and

governance is encouraged.

GOING CONCERN

The Directors are satisfied that the Group
has adequate resources to continue in
business for the foreseeable future. For this
reason, they continue to adopt the going
concern basis in preparing the accounts.

STATEMENT OF DIRECTORS'
RESPONSIBILITIES

The Companies Act 1985 requires the
Directors to prepare financial statements
for each financial year that give a true and
fair view of the state of affairs of the
Company and Group as at the end of the
year and of the profit or loss of the Group
for the year.

The Directors consider that in preparing
the financial statements on pages 58 to
102 appropriate accounting policies,
consistently applied and supported by
reasonable and prudent judgements and
estimates, have been used and that
applicable accounting standards have
been followed.

The Directors are responsible for ensuring
that the Company and Group keeps
accounting records that disclose with
reasonable accuracy at any time the
Company and Group's financial position
and that enable them to ensure that the
financial statements comply with the
Companies Act 1985. They are also
responsible for safeguarding the assets of
the Company and Group and hence for

taking reasonable steps to prevent and
detect fraud and other irregularities.

COMMITTEES
Membership of the Board's Committees is

set out below.

AUDIT COMMITTEE

+ Sir Derek Wanless (Chairman)
+ N A H Fenwick

+ Sir fan Gibson

+ N Pease

+ M| Queen

+ R A Radcliffe

CHAIRMAN'S COMMITTEE
+ Dr M W Ridley
* A} Applegarth
* D F Baker
* R F Bennett (resigned from Committee
31 January 2007)
* KM Currie
* D AJones (appointed to Committee
1 February 2007)
* A M Kuipers
s C Taylor

NOMINATIONS COMMITTEE
+ Dr M W Ridley

+ Sir lan Gibson

+ Sir Derek Wanless

REMUNERATION COMMITTEE

+ N Pease (Chairman}

+ N A H Fenwick

+ Sir lan Gibson

+ M | Queen

+ R A Raddliffe

+ Sir Derek Wanless

+ Sir George Russell (retired 25 April 2006)

RISK COMMITTEE

+ Sir Derek Wanless {(Chairman)

+ Sir lan Gibson

+ R A Radcliffe

+ Sir George Russell {retired 25 April 2006)

* A ] Applegarth

* D F Baker

* R F Bennett (resigned from Committee
31 January 2007)

* KM Currie

* D A Jones (appointed to Committee
1 February 2007)

* A M Kuipers

+ Non-Executive Director
* Executive Director
» Company Secretary




SUMMARY

The Directors’ Remuneration Report is
presented to shareholders by the Board. It
complies with the Directors’ Remuneration
Report Regulations 2002 (“the
Regulations™) and also sets out how the
principles of the Combined Code relating
to Executive Director remuneration are

applied by the Company.

A resolution will be put to Shareholders at
the Annual General Meeting on 24 April
2007 inviting them to consider and
approve this Report.

THE REMUNERATION COMMITTEE

The Remuneration Committee (“the
Committee™} consists entirely of
independent Non-Executive Directors and
comprises Ms N Pease (Chairman),

Mr N A H Fenwick, Sir lan Gibson,

Mr M | Queen, Miss R A Radcliffe and

Sir Derek Wanless.

The Committee operates within agreed
terms of reference which are available to
shareholders on the Company’s website
and on request from the Company

Secretary. The Committee has responsibility

for making recommendations to the Board
on the Company's general policy relating to
executive remuneration. It also determines
on behalf of the Board, specific
remuneration packages for the Chairman,
the Executive Directors and the
Management Board Directors, being the
level of management immediately below
the Board.

The Committee meets regularly and takes
advice from both inside and outside the
Company on a range of matters, including
the scale and composition of the total
remuneration package payable in comparable
financial institutions to people with similar

qualifications, skills and experience.

The following persons and advisors
provided advice or services that materially
assisted the Committee in its consideration
of Directors’ remuneration matters during

the year:

® The Committee consulted the Chief
Executive on matters relating to the
remuneration of the other Executive
Directors who report to him. The
Chairman was also consulted in relation

to the remuneration of all Executive
Directors. Neither was present when
their own remuneration was under

consideration;

® |Internal support was provided to the

Committee by the Company Secretary;

# New Bridge Street Consultants LLP
(“NBSC") advised the Committee on a
range of issues including the
benchmarking of Executive Directors’
salaries and the Chairman's fee. In
addition to providing this advice they
advised the Board on the benchmarking
of Non-Executive Directors’ fees and
they also provided advice to the
Committee on the proposed
amendments to the Company’s
executive remuneration structure

(outlined below);

® Watson Wyatt Limited are the
consulting actuaries to the Company

who advised on various pension issues;

® Inbucon Administration Ltd were
responsible for preparing Total
Shareholder Return (“TSR™)
calculations for the purposes of the
Company's Long Term Incentive Plan
and this Remuneration Report. Inbucon
Administration Ltd did not provide
other advice or services to the

Company; and

® Freshfields Bruckhaus Deringer advised
the Company on various share plan
matters and compliance with the
Regulations. They are the Company's

main legal advisors.

REMUNERATION POLICY FOR EXECUTIVE
DIRECTORS

The Board has adopted, on the
recommendation of the Committee, a
remuneration policy to achieve the

objectives set out below:

® The Committee believes that the
continuing improvement in the
performance of the Company depends
on individual contributions made by
the Executive Directors. For this reason,
the remuneration policy is designed to
provide transparent, competitive
packages to motivate, reward and retain
Executive Directors of high quality;

® Performance-related remuneration
should seek to align the interests of
Executive Directors with those of the
shareholders through the imposition of
stretching corporate performance
targets and the satisfaction of most
short and longer term incentives in the

form of shares: and

® To motivate for future achievement, a
significant proportion of remuneration
should be based on operational and
financial performance both in the short
and long term together with the
individual contribution made by the
Executive Directors.

EXISTING REMUNERATION PACKAGE
In 2006 the Executive Directors’

remuneration package comprised:

® Basic salary, pension benefits and other
benefits in kind;

® An annual cash bonus worth up to
100% of salary;

® A Deferred Share Scheme — with
awards of shares equal in value to the
cash bonus (i.e. up to 100% of salary)
subject to the Company achieving real
Earnings Per Share (“EPS") growth of
3% p.a. over a three year period;

® A Bonus Matching Plan - where
Executives could invest their cash
bonus in shares and receive an award of
Matching Shares of an equivalent value
subject to the Company achieving real
EPS growth of 3% p.a. over a three

year period;

#® A long-Term Incentive Plan {("Old LTIP")
— with conditional awards of shares
worth up to 100% of salary subject to
a TSR performance condition relative
to other FTSE 100 companies.

INDEPENDENT REVIEW OF EXISTING
ARRANGEMENTS

To assess whether these existing
remuneration arrangements were consistent
with the remuneration policy, the
Committee and its advisers undertook a
review. The outcome of the review

indicated, in particular, that:




® Having two schemes (the Deferred
Share Scheme and Bonus Matching
Plan) with the same performance target
both leveraged off the annual bonus
was unnecessarily complex and

rewarded the same performance twice;

® An EPS target requiring real growth of
3% p-a. for full vesting did not provide
sufficient 'stretch’ to really incentivise
and reward Executives for continued
exceptional performance. Additionally,
it was recognised that the target was
unlikely to be viewed as adequately
challenging by sharehelders given the
growth prospects of the Company;

¢ The Old LTIP was generally well

understood by Executives;

¢ The vse of a mixture of TSR and EPS
performance targets to determine the
vesting of long-term incentive awards
was felt to provide an appropriate
balance so as to ensure Executives were
focussed on both the organic growth of
the Company and had a broader
external perspective through relative
stock market performance; and

® Although all of the current Executive
Directors have considerable
shareholdings, the absence of a formal
share ownership guideline for senior
executives was noted as being out of
step with current best practice.

PROPOSED CHANGES FOLLOWING REVIEW
In light of the findings of the review, the
Committee has proposed the following
alterations to the remuneration structure in
order to make the remuneration
arrangements more appropriate for the

Company's current requirements:

& To simplify the incentive arrangements,
the Deferred Share Scheme will cease
from the 2007 Financial Year onwards.
In its place, the Short Term Bonus
Scheme potential will be increased from
2007 to 200% of salary with half of
any bonus earned compulsorily

deferred in shares for three years;

e Shareholder approval will be sought for
a new Share Matching Plan to replace
the current Bonus Matching Plan for
awards from 2007. This plan will allow
executives to voluntarily invest in shares

up to the value of their after tax cash
benus and will offer a potential award
of Matching Shares at a 2:1 ratio (i.e.
higher than the current Plan), albeit
with full vesting occurring only if a
significantly more challenging upper
target of real EPS growth of 15% p.a. is
achieved {compared to real growth of
3% p.a. currently);

¢ Shareholder approval will also be
sought for a new Long-Term Incentive
Plan ("New LTIP") to replace the Old
LTIP, the ten year life of which expires in
2008. Awards under the New LTIP will
be made from 2007. The New LTIP will
largely mirror the Old LTIP although it
will be updated to reflect best practice
where required and it will offer
additional flexibility for the Committee
to make more competitive awards in
future, if this is felt to be appropriate;

® A formal share ownership guideline will
be introduced for Executive Directors
requiring them to retain at least half of
any vested share awards as shares
(after paying any tax due on the
shares) until they have a Company
shareholding worth at least 100% of

their salary.

At the 2007 ACM., shareholders will be
invited to approve the new Share Matching
Plan and New LTiP (full details of which are
set out in the shareholders’ circular for the
AGM). In the event that either scheme
does not receive shareholder approval, the
relevant existing plan that is being replaced
{Bonus Matching Plan or Old LTIP) would
be used instead to grant awards in 2007.

The remuneration structure will be kept
under regular review by the Committee to
ensure that it remains appropriate in light
of any future changes in the Company’s
business environment or general
remuneration practice. Any future changes
in remuneration policy and/or structure
will be described in future Directors’
Remuneration Reports and such reports
will continue to be subject to
shareholder approval.

Details of each of the proposed elements
of the Executive Directors’ remuneration
packages for 2007 are described in more
detail below.

COMPLIANCE

The Company has complied with the
provisions of the Combined Code relating
to Directors’ remuneration throughout

the year.

BASIC SALARY

The Committee’s objective is that Executive
Directors’ basic salaries should be paid at
an appropriately competitive level, taking
account of both personal performance and
of salaries within a comparator group of
financial institutions. The Committee
considers that exceptiona! performance,
whether corporate or individual, should be
rewarded through bonus and incentive
schemes rather than basic salary.

Salaries are reviewed annually for each
Executive Director. During 2006, the
Committee codified its existing policy for
NBSC to use when providing it with a
relative market benchmark for the Executive
Directors. The aim of this codification is to
provide the Committee with consistent
benchmarks year on year, against which it
provides guidance for the Committee to

set salaries.

The relevant benchmark provided for the
Chief Executive Officer is the average of

i) the lower quartile of the other 8 largest
UK listed banks (the use of the lower
quartile reflecting the fact that the
Company is smaller in size and operates in
less diverse markets than most of the other
banks) and ii} the median of a pan-sectoral
group of 24 FTSE 100 companies based
around the market capitalisation of the
Company as at the date of the review.
Benchmarks for the other Executive
Directors are set as percentages of the
CEO's salary. The Committee is aware of
the risks of an “upward ratchet” from overly
relying on market data so uses it primarily
as a guide but also takes account of
individual circumstances and performance
when determining where to set salaries

relative to these benchmarks.

In determining salary adjustments for
2007, the Committee therefore considered
a number of factors including: a higher
market benchmark than 2006 (reflecting
both general salary inflation and the
enhanced size of the Company), the high
performing nature of the management team

]
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which has created significant shareholder
value and, in the cases of Mr Currie and

Mr Kuipers, whose salaries were
deliberately set at below market levels when
they were initially appointed to the Board
in 2005, the need to reflect their

development as Board directors.

Revised salaries, calculated in accordance
with the above, took effect from 1 January
2007 as follows (with the exception of

Mr jones, whose revised salary took effect
from 1 February 2007 being the date of his

appointment as Group Finance Director),

A ) Applegarth
£760,000 {2006 - £690,000)

D F Baker

£530,000 (2006 - £455,000)

K M Currie

£415,000 (2006 - £365,000)

D A Jones
£415,000

A M Kuipers

£415,000 (2006 - £365,000)

During 2006 the Company's 15 Management
Board Directors were paid salaries ranging
from £90,000 to £250,000.

SHORT TERM BONUS SCHEME

As outlined above, the Company will
operate a simplified short term annual
bonus scheme in 2007 for the Executive
Directors and certain senior executives (all
of whom participate at the discretion of
the Committee). The overall reward
potential available under this scheme
{200% of salary) is unchanged from the
potential available in 2006 under the
combination of the existing Short Term
Bonus Scheme (100% of salary) and the
Deferred Share Scheme (100% of salary).

The bonus scheme rewards year-on-year
increases in the Group's underlying profit
attributable to shareholders. Only where
there is an increase in underlying profit
attributable to shareholders will
participants be eligible for a short term
bonus. Every 1% increase generates a
potential bonus payment equal to 10% of
salary with a maximum of 200% of salary

by way of bonus for 20% increase in profits (with a sliding scale between these points). The
Committee is satisfied that this very robust and transparent profit-based target ensures that

there is a strong alignment to genuine underlying financial performance.

Payment of one-third of the bonus will be subject to the Committee’s view of the
participant’s personal performance, and the remaining two-thirds relates to the performance
of the business. The bonus payable is reduced by the value of shares appropriated under
the all-employee H M Revenue & Customs Share Incentive Plan for the year, to the extent

needed to ensure that the relevant bonus cap is not exceeded.

Half of any bonus will be payable in cash with half compulsorily deferred into Company
shares for three years and potentially forfeitable over that period if the executive leaves the
Group. Bonuses are non pensionable.

BONUS MATCHING PLAN

Each year, the Executive Directors and selected other senior executives are encouraged to
identify with the interests of shareholders by investing some of their own funds in Northern
Rock shares up to the value of their after tax cash bonus earned in respect of the prior
year's performance. The shares invested will be eligible for additional Matching Shares at

the end of a three-year performance period.

Assuming shareholder approval is obtained at the AGM, these Matching Shares will be
generally awarded in 2007 under the new Share Matching Plan. Executives would receive a
conditional award of Matching Shares at a 2:1 ratio to the gross value of the invested
shares. The one intended exception to this policy is Mr Bennett, who is retiring during
2007. In his case, the Committee felt that it was inappropriate that he should participate in
the new scheme (which has greater potential upside tied to future performance) in
circumstances where he would not be able to influence the delivery of the Company's
performance during the three year vesting period. Consequently, it was agreed by the
Committee that Mr Bennett should be allowed to participate only in the existing Bonus
Matching Plan (as operated in 2005 and 2006 - details of which are set out on page 25).

Vesting of the initial award of Matching Shares under the Share Matching Plan will normally

occur provided that:

® The Executive is still employed at the end of the three year vesting period;

® The invested shares are still held by the Executive at the end of the vesting period; and
¢ To the extent that the EPS performance target set out below has been satisfied.

EPS performance will be measured over a single three-year performance pericd from a base
point of EPS in the Financial Year preceding the year in which an award is granted. EPS has
been selected by the Committee as an appropriate performance measure because it is
considered to be a measure that is most likely to encourage Executive participation in the
plan and also because it only rewards Executives in the event of the achievement of

ambitious growth targets. Vesting will be as follows:

Average annual growth in EPS of Company  Matching

over Performance Period Ratio

Less than RPI + 5% p.a. 0

RPI+ 5% p.a. 0.5:1 match
RPI+ 15% p.a. 2:1 match

Between RPl + 5% p.a. and RPI + 15% p.a. Pro rata on straight-line basis between

0.5:1 and 2:1 match

When Matching Shares vest, participants will receive a payment usually in shares equal to the

dividends which would have been paid on such vested shares during the performance period.




LONG TERM INCENTIVE PLAN
All Executive Directors and certain other senior executives receive conditional awards of

shares under a long term incentive plan.

Under the New LTIP, the policy for 2007 and for the foreseeable future will be for awards
over Northern Rock shares to be granted each year to executives worth 100% of basic
salary. The Committee will review grant tevels each year, taking account of the performance
conditions, the value of the rest of the package and the overall positioning against the

market.
Vesting of the award of shares will normally occur provided that:
e  The Executive is still employed at the end of the vesting perfod; and

® To the extent that the performance targets set out below (which are the same as for the
Old LTIP) have been satisfied:

® No awards will vest unless the Company's EPS has grown by an average of at least
3% p.a. in excess of RPI| over a single three year performance period;

® [f this EPS ‘underpin’ condition is satisfied, the extent to which awards vest will be
determined by the Company’s TSR compared to that of the other members of the
FTSE 100 at the start of the TSR performance period;

® TSR will be measured over a single three-year performance period (with the calculation
performed by independent advisers) and will be calculated by comparing average
performance over three months prior to the start and end of the performance period.
Vesting will be based on an equivalent basis to the Old LTI, namely:

TSR Ranking of Company Vesting
over Perfermance Period Percentage
Below Median 0%

Median 25%
Upper Quartile 100%

Between Median and Upper Quartile Pro rata between 25% and 100%

The Committee considers that the use of TSR is appropriate as it complements the use of
internal financial measures elsewhere in the incentive structure and ensures that Executives
retain a broader external perspective (as measured by the relative returns to an investor in
the Company compared to other FTSE 100 companies).

When Performance Shares vest, participants will receive a payment usually in shares equal to
the dividends which would have been paid on such vested shares during the performance
period.

ALL-EMPLOYEE SHARE SCHEMES
Executive Directors are eligible to participate in the Company's all-employee share schemes
on the same terms as other employees. These schemes comprise:

(i) The Sharesave Scheme, a savings-related share cption scheme available to all

employees;

(i} The Employee Share Option Scheme, an H M Revenue & Customs approved share
option scheme under which options have been granted to substantially all employees
(although Executive Directors have elected not to participate); and

(i) The Share Incentive Plan (“SIP™), under which the maximum value of free shares awarded
to employees cannot exceed £3,000 per year. The value of share awards under this
scheme is dependent on the Group’s profits.

PENSION BENEFITS

The following section describes the
pension arrangements currently in force for
the Executive Directors. These
arrangements were affected by changes to
the tax treatment of the current UK
pension regime contained in the Finance
Act 2004 which was effective from 6 April
2006 (“A Day™}.

In january 2007, all Executive Directors
opted for primary and enhanced protection
under the A-Day regulations. Nevertheless,
all the current Executive Directors are
continuing to accrue benefits in the Final
Salary section of the Northern Rock
Pension Scheme, a contributory pension
scheme which provides a pension of up to
two-thirds of pensionable salary on
retirement, dependent upon service, with
benefits accruing at the rate of 1/60th for
each year of pensionable service. On death
in service the scheme also provides for a
dependant's pension and a lump sum of
four times basic salary. This pension and
life assurance is provided from the scheme
(to the extent permitted by legislation) and
otherwise from separate arrangements.

The normal retirement age under the Final

Salary section of the pension scheme is 60.

For death before retirement whilst in
service, a capital sum equal to four times
the annual rate of basic earnings, excluding
Director's fees, is payable, plus (for
members who joined before 1 January
1999} a return of member’s contributions.
In addition, a pension of 50% of the
Directors’ accrued pension, based on
pensionable earnings at death and
prospective service to age 60, is payable to
a surviving spouse. On death before
retirement after leaving the scheme, a
benefit of 50% of the member’s deferred
pension, revalued to the date of death, is
payable to a surviving spouse providing the
couple were married {or in a registered civil
partnership) before the date of leaving,

For death in retirement, a spouse’s pension
of 50% of the member’s pre-commutation
pension, increased in line with pension
increases awarded up to the date of death,
is payable, provided the couple were
married (or in a registered civil partnership)
before the date of retirement, together
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with the remaining balance (if applicable)
of 5 years of the member's pension
payments from the date of retirement, at
the rate prevailing at the date of death.
Benefits payable to registered civil partners
are in respect of pensionable service after
5 December 2005 only. In certain
circumstances a children’s allowance is
payable, usually up to the age of 18 (or up
to the age of 21 if they are in full-time
education). Subject to the Company’s and
Trustees' approval, early retirement may be
granted from the age of 50 {age 55 from
6 April 2010) subject to an actuarial

reduction, or at any age due to ill-health.

The pension is calculated at the date of
retirement based on final pensionable
service and final pensionable earnings at
the date of retirement. Where applicable,
the pension will be actuarially reduced to
take account of early payment. The
Company has agreed that if Mr Applegarth
or Mr Baker {having attained age 55) retire
with the consent of the Company, they will
receive immediate payment of their accrued
pension without the application of an
actuarial reduction. Where this occurs, the
Northern Rock Pension Scheme will apply
its standard actuarial reduction factors for
early retirement. The remainder of the
pension will be paid by the Company on
an unfunded basis.

Post retirement increases to pensions
arising from membership of the final salary
section of the scheme are guaranteed each
year at the rate of 3% per annum
compound in respect of pensionable
service accrued up to 5 April 2006,
subject to any guaranteed minimum
pension. The 3% minimum increase does
not apply in respect of pensionable service
accrued from 6 April 2006. Pension
benefits accrued after S April 1997 are
guaranteed to increase in line with inflation,

to a maximum of 5% per annum,

In addition to the normal scheme increases,
and subject to the defined benefit scheme
fund having adequate resources, the
Trustees, with Company consent, may
award further discretionary increases each
April. Members of the scheme have the
option to pay additional voluntary
contributions to secure additional benefits

within regulatory limits, to which the
Company does not contribute.

For any Executive Director, now or in the
future, who elects to opt out of the
pension scheme, the Company has agreed
to pay a cash supplement in respect of the
loss of future pension accrual, on a cost
neutral basis to the Company. The
Company will reimburse reasonable
professional fees for advice to Executive
Directors concerning the changes to the

pension regime.

As Mr Bennett and Mr Jones joined the
Company’s Pension Scheme after the cap
on Pensionable Earnings and Final
Pensionable Earnings was introduced by
the Finance Act 1989, the Company
provides them with arrmngements to
provide the difference between benefits
based upon actual Final Pensionable
Earnings and the scheme specific cap.
These benefits provided by the Company
outside of the Pension Scheme, attract the
same terms as those provided by the
Scheme, save for the option to take a tax
free lump sum at retirement. This
arrangement does not affect the level of
contribution made to the scheme by

Mr Bennett and Mr Jones, whose
contributions are made by reference to full

pensionable earnings.

The pension benefits that are provided to
Mr Jones, which accrue at the rate of
1/60th of pensionable salary for each year
of service (and pro rata for each part year)
are split between the Northern Rock
Pension Scheme and an unfunded
arrangement. The pension scheme provides
benefits up to an earnings cap, currently
£108,600 for 2006/07 (2005/06 -
£105,600) per annum, whilst the
unapproved arrangement provides benefits
on earnings in excess of the cap. Mr Jones
contributes 5% of his basic salary to the
pension scheme, including those earnings
in excess of the earnings cap. If, with the
agreement of the Company, Mr Jones were
to commute some of his unapproved
pension for a lump sum at retirement, the
Company would not re-imburse Mr Jones
for any taxes that are due on any such
payment. Mr Jones has also been awarded a
pensionable service credit in the pension

scheme in respect of a transfer payment
that he brought into the scheme,

BENEFITS IN KIND

Each Executive Director is provided with
company car and medical insurance
benefits. The Executive Directors had, as
employees of Northern Rock Building
Society (or in the case of Mr Currie,

Mr Kuipers and Mr Jones as employees of
the Company prior to their appointment as
Directors), entitlement to participate in a
concessionary mortgage scheme at the
discretion of the Board. No further new
loans may be made under the scheme
following conversion to plc status, but

existing loans are not affected.

POLICY ON EXECUTIVE DIRECTORS’
SERVICE CONTRACTS

It is the policy of the Company that
Executive Directors’ service contracts can
be terminated by 12 menths’ notice given
at any time (except when in the final year
of their service contract, whereupon the
notice would end on the day. of their
retirement). Each Executive Director can
terminate his employment by giving

6 months’ notice. All of the Executive
Directors’ contracts may be terminated
immediately by Northern Rock either with
{for Mr Baker and Mr Bennett) the
payment of liquidated damages equal to
12 months’ salary and the value of annual
bonus paid in respect of the preceding
financial year and the annual cost to the
Company of providing contractual pension
and other benefits or {for Mr Applegarth,
Mr Currie, Mr Kuipers and Mr Jones) a
payment in lieu of notice equal to such
amount. Payments in liev of notice may be
made in phased payments at the
Company’s discretion.

Mr Applegarth, Mr Baker and Mr Bennett
would, in the event of a change of control
of Northern Rock, be entitled to terminate
employment at one month’s notice within
six months of the change of control and
receive a liquidated damages payment
calculated on the same basis. The terms
of reference of the Committee make it
clear that the Committee seeks, in
appropriate circumstances, to mitigate the




amount of termination payments made to

Executive Directors.

Service contract dates for the Executive

Directors are as follows:

A ) Applegarth 1 March 2001

D F Baker 26 August 1997, amended
by supplemental agreements
dated 12 March 1998 and
1 July 1999

RF Bennett 26 August 1997, amended
by supplemental agreement
dated 12 March 1998

D A Jones 1 February 2007

K M Currie 5 January 2005

A M Kuipers 5 January 2005

The provisions of this section and
Executive Directors service contracts
generally are subject to Age Discrimination
Legislation where applicable.

POLICY ON EXTERNAL NON-EXECUTIVE
DIRECTORSHIPS HELD BY EXECUTIVE
DIRECTORS

Executive Directors are permitted to hold
one external non-executive directorship
unrelated to the Company’s business,
provided that the time commitment is not
material. Executive Directors are permitted
to retain any fees arising from such a non-
executive directorship. On this basis,

Mr Bennett is a Non-Executive Director of
Greggs plc, and Mr Bennett was entitled to
fees of £34,000 from that company in
respect of 2006. Mr Applegarth, is a Non-
Executive Director of Persimmon Homes ple
and was entitled to fees of £49,916 in
respect of 2006.

A L
PERFORMANCE GRAPH

The performance graphs set out below illustrates the Group’s TSR performance over the

preceding five years, 2002 to 2006, compared with that of the FTSE 100 Index of which
Northern Rock has been a constituent since September 2001 and that of the FTSE 350

Index of which Northern Rock was a constituent prior to September 2001.

The FTSE 350 Index has been included because members of this index comprise the
comparator group for long term incentive plan purposes for 2004 and prior. The
performance graphs have been prepared in accordance with the Regulations.
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REMUNERATION OF THE CHAIRMAN AND NON-EXECUTIVE DIRECTCRS
The remuneration of the Chairman is determined by the Committee and that of the other

Non-Executive Directors is determined by the Board as a whole, on the basis of external

independent advice.

Revised fees for 2007 for the Chairman and Non-Executive Directors were determined after
consideration of an extensive report by NBSC which, in particular, assessed fees paid for
similar roles at banks in the eight other largest UK listed Banks and at the 24 companies
grouped around the Company’s position in the FTSE 100 at the date of the review and also
took into account the raquired time commitment from the Company’s Non-Executive

Directors relative to FTSE 100 norms. The resultant revised fee structure is as follows:

Chairman £315,000 (2006 - £300,000)
£72,000 (2006 - £67,000)
Non-Executive Directors’ Basic Fee £45,000 (2006 - £44.000)
Additional Fee for Membership of a Board Committee  £5,000 (2006 - £5,000)

£16,000 (2006 - £16,000)

Senior Independent Non-Executive Director

Additional Fee for Chairman of a Board Committee

The Chairman and Non-Executive Directors serve the Company under letters of
appointment, which are terminable by the Company at any time without liability for
compensation; they do not have service contracts. The Chairman and Non-Executive
Directors are entitled to fees from the Company and it is the Company’'s policy that they

do not participate in bonus, incentive or pension schemes.
23
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INFORMATION SUBJECT TO AUDIT

The information set out below in the remainder of the Directors’ Remuneration Report has been subject to audit as required by Part 3 of

Schedule 7A of the Companies Act 1985.

DIRECTORS' INDIVIDUAL REMUNERATION
Details of Directors’ individual remuneration is set out below:

Non-Executive Directors 2006 2005
£000 £000

Dr M W Ridley (Chairman) 300 218
N A H Fenwick 54 43
Sir lan Gibson 80 49
N Pease 65 53
M ] Queen (appointed 5 January 2005) 54 43
R A Raddliffe (appointed 1 March 2005) 56 37
Sir George Russell* (retired 25 April 2006} 26 60
Sir Derek Wanless 86 69
721 572

*Sir George Russell is a former member of the Non-Executive Directors’ section of the Northern Rock Pension Scheme, which ceased to
accrue benefits after 30 June 1997. His deferred pension came into payment on 25 October 2005 at a rate of £12,229 p.a. and was

increased to £12,371 p.a. on 1 April 2006, in line with the scheme rules.

Executive Directors Chief Executive  Deputy Chief Group Finance Executive Executive Total
Executive Director Director Director
A ] Applegarth D F Baker R F Bennett K M Currie A M Kuipers
£000 £000 £000 £000 £000 £000
2006
Salaries and fees 690 455 455 365 365 2,330
Bonus 660 435 435 349 349 2,228
Total remuneration 1,350 890 890 714 714 4,558
Non cash benefits 14 10 19 1 11 65
Total emoluments 1,364 900 909 725 725 4,623
2005
Salaries and fees 625 350 390 270 270 1,945
Bonus 529 330 330 229 229 1.647
Total remuneration 1,154 720 720 499 499 3,592
Non cash benefits 14 10 18 11 11 64
Total emoluments 1,168 730 738 510 510 3.656

The cash bonus scheme rewards year-on-year increases in the Group's underlying profit attributable to shareholders. In 2006, every 1%
increase in profit before taxation generated a cash bonus payment equal to 5% of salary with a maximum of 100% of salary by way of

bonus for 20% increase in profits.

The bonus earned in respect of 2006 was 95.6% of salary for each of the Directors.

There were no payments by the Company during the financial year for compensation for loss of office or payments in connection with the

termination of qualifying services.

There were no amounts paid to the Executive Directors in respect of their qualifying services by way of expenses allowance that was

chargeable to UK income tax.

The nature of the non-cash benefits is set out on page 22.




BONUS MATCHING PLAN
Details of the Ordinary Shares over which the Directors have conditional rights under the bonus matching plan by year of grant are as follows:

Rights under the Bonus Matching Plan
Date  Rights held Rights granted Market price of Rights released Rights held Date of

granted under plan during 2006 each share during 2006 under plan end of

at 31 Dec 05 at date of grant at 31 Dec 06 qualifying

£ period

A ) Applegarth Jan 03 52,253 - 6.10 (52,253) - -
Jan 04 53,208 - 7.40 - 53,208 Jan 07

Jan 05 47,618 - 7.73 - 47,618 Jan 08

Jan 06 - 55,315 9.57 - 55,315 Jan 09

D F Baker Jan 03 38,728 - 6.10 (38,728} - -
Jan 04 35,472 - 7.40 - 35,472 Jan 07

Jan 05 31,605 - 7.73 - 31,605 Jan 08

Jan 06 - 34,517 9.57 - 34,517 Jan 09

R F Bennett Jan 03 38,728 - 6.10 (38,728) - -
Jan 04 35,472 - 7.40 - 35,472 Jan 07

Jan 05 31,605 - 7.73 - 31,605 Jan 08

Jan 06 - 34,517 9.57 - 34,517 Jan 09

K M Currie Jan 03 22,130 - 6.10 (22,130) - -
: Jan 04 20,270 - 7.40 - 20,270 Jan 07

Jan 05 18,120 - 7.73 - 18,120 Jan 08

Jan 06 - 23,895 9.57 - 23,895 Jan 09

A M Kuipers Jan 03 22,130 - 6.10 (22,130) - -
Jan 04 20,270 - 7.40 - 20,270 Jan 07

Jan 05 18,120 - 7.73 - 18,120 Jan 08

Jan 06 - 23,895 9.57 - 23,895 Jan 09

Shares granted in January 2003 vested in January 2006 when the Company’s share price was £9.57.

Executive Directors and certain other senior executives are entitled to elect for all or part of the after tax amount of their annual cash bonus
to be used to acquire shares; alternatively they may elect to deposit their own shares. The shares acquired or deposited are eligible under
this scheme for additional Matching Shares at the end of a three-year period. For 2004 and previous years, the retease of Matching Shares
was not dependent on satisfaction of a further performance condition. For awards in 2005 and 2006 the release of Matching Shares will be

dependent on the Group achieving real EPS growth of 3% p.a. over the three years prior to their release,

The value, calculated in accordance with IFRS 2 — Share-based Payment, of these awards is being charged to the income statement over the
three-year period to which they relate. In 2006 £1,367,302 was charged to the income statement (2005 £1,138,922).

2007 awards will be granted to all Executive Directors other than Mr Bennett under the new Share Matching Plan after the AGM based on a
share price of £11.98 per share {the share price prevailing on 26 January 2007 — the normal date on which such awards would have been
granted but for the requirement to obtain prior shareholder approval for the new scheme). As explained on page 20, Mr Bennett received an
award under the existing Bonus Matching Plan on 26 January 2007,
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DEFERRED SHARE SCHEME
Subject to shareholder approval of the new share scheme arrangements, there will be no further awards under the Deferred Share Scheme

foltowing the January 2007 award (details of which are outlined below} relating to the 2006 annual bonus.

Details of the Ordinary Shares over which the Directors have conditional rights under the Deferred Share Scheme by year of grant are as

follows:
Date Rights held Rights granted Market price of Rights released Rights held Date of
granted under plan during 2006 each share during 2006 under plan end of
at 31 Dec 05 at date of grant at 31 Dec 06 qualifying
£ period
A ) Applegarth Jan 03 52,254 - 6.10 (52,254) - -
Jan 04 53,208 - 7.40 - 53,208 Jan 07
Jan 05 47,618 - 7.73 - 47,618 Jan 08
Jan 06 - 55,315 9.57 - 55,315 jan 09
D f Baker Jan 03 38,730 - 6.10 (38,730) - -
Jan 04 35.472 - 7.40 - 35,472 Jan 07
Jan 05 31,605 - 7.73 - 31,605 Jan 08
Jan 06 - 34,517 9.57 - 34,517 Jan 09
R F Bennett Jan 03 38,730 - 6.10 (38.730) - -
Jan 04 35,472 - 7.40 - 35,472 jan 07
Jan 05 31,605 - 7.73 - 31,605 jan 08
Jan 06 - 34,517 9.57 - 34,517 Jan 09
K M Currie fan 03 22,131 - 6.10 {22.131) - -
Jan 04 20,270 - 7.40 - 20,270 Jan 07
Jan 05 18,120 - 7.73 - 18,120 Jan 08
Jan 06 - 23,895 9.57 - 23,895 Jan 09
A M Kuipers Jan 03 22131 - 6.10 (22,131} - -
Jan 04 20,270 - 7.40 - 20,270 Jan 07
Jan 05 18,120 - 7.73 - 18,120 Jan 08
Jan 06 - 23,885 9.57 - 23,895 Jan 09

Shares granted in January 2003 vested in January 2006 when the Company's share price was £9.57.

Executive Directors and certain other senior executives who received a cash bonus were eligible under this scheme to receive deferred shares
of an equivalent value. Prior to 2005, the release of deferred share awards was not dependent on satisfaction of a further performance
condition (other than normally remaining in employment until the date of vesting) because the value of deferred share awards was derived
from annual bonus criteria and was therefore dependent on corporate performance. For awards in 2005 and subsequent years the release
of any deferred share awards became dependent on the Group achieving average real EPS growth of 3% p.a. over the three years prior to

their release.

The value, calculated in accordance with {FRS 2 ~ Share-based Payment, of these awards is being charged to the income statement over the
three-year period to which they relate. In 2006 £1,367,302 was charged to the income statement (2005 £1,138,937).

The final grant of awards under this scheme were granted on 26 January 2007, with the award value determined by the 2006 cash benus,
at £11.98 per share as follows:

A ] Applegarth 55,061
D F Baker 36,308
R F Bennett 36,308
K M Currie 29,126
A M Kuipers 23,126




LONG TERM INCENTIVE PLAN
Details of the Ordinary Shares over which the Directors have conditional rights under the existing Long Term Incentive Plan by year of grant

are as follows:

Date Rights Rights Market Rights Rights Rights Date of
granted  held under granted price of lapsed released held end of
plan at during  each share during during under  qualifying
31 Dec 05 2006  at date of 2006 2006 plan at 31 period

grant Dec 06

£

A ] Applegarth Jan 03 86,066 - 6.10 {86,066) - - -
Jan 04 76,351 - 7.40 - - 76,351 Jan Q7
Jan 05 80,854 - 7.73 - - 80,854 jan 08
Jan 06 - 72,100 9.57 - - 72,100 Jan 09
D F Baker Jan 03 57,377 - 6.10 (57,377) - - -
Jan 04 50,676 - 7.40 - - 50,676 Jan 07
Jan 05 50,453 - 7.73 - - 50,453 Jan 08
Jan 06 - 47,544 9.57 - - 47,544 Jan 09
R F Bennett Jan G3 57377 - 6.10 (57.377) - - -
Jan 04 50.676 - 7.40 - - 50,676 jan 07
Jan 05 50.453 - 7.73 - - 50,453 Jan 08
Jan 06 - 47,544 9.57 - - 47,544 Jan 09
K M Currie Jan 03 32,787 - 6.10 (32,787) - - -
Jan 04 29,054 - 7.40 - - 29,054 Jan 07
Jan 05 34,929 - 7.73 - - 34,929 Jan 08
Jan 06 - 38,140 9.57 - - 38,140 Jan 09
A M Kuipers Jan 03 32,787 - 6.10 (32,787) - - -
Jan 04 29,054 - 7.40 - - 29,054 Jan 07
Jan 05 34,929 - 7.73 - - 34,529 Jan 08
Jan 06 - 38,140 9.57 - - 38,140 Jan 09

The gross awards granted in 2003 shown above, matured in January 2006 and led to no release of shares originally awarded. There were no

variations made in the terms and conditions of the plan interests during 2006.

Shares may only be released if demanding performance targets are achieved and if the participant remains in employment, except in certain
“good leaver” circumstances. In relation to awards granted in 2004 and previous years, performance is measured over a three year period on
the basis of TSR, comparing the Company's performance to that of the other companies in the FTSE 350 Index at the date of the award. for
awards in 2005 and subsequent years, the Company's TSR will be compared to that of other companies in the FTSE 100 Index at the date of
the award. See page 21 for further details. Subject to the performance criteria being met, awards may be exercised during the three-month
period commencing on the third anniversary of the award dates. The awards will [apse if they are not exercised during these times.

The value, calculated in accordance with IFRS 2 — Share-based Payment, of these awards is being charged to the income statement over the
three-year period to which they relate. In 2006 £1,031,257 was charged to the income statement (2005 £850,310).

2007 awards will be granted under the New LTIP after the AGM based on a share price of £11.98 per share (the share price prevailing on
26 January 2007 — the normal date on which such awards would have been granted but for the requirement to obtain prior shareholder

approval for the new scheme),
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PENSIONS
Set out below are details of the pension benefits to which each of the Executive Directors is entitled.

Age at Years and  Accrued pension  Accrued pension Additional Additional

31 Dec 06 months of entitlement at entitlement at pension entitlement

service at 31 Dec 06 31 Dec 05 entitlement earned in year

31 Dec 06 {Per Annum) {Per Annum) earned in year {in excess

of inflation)

£ £ £ £

A ] Applegarth 44 23 yrs 2 mths 266,417 230,903 35,514 29,280
D f Baker 53 29 yrs 7 mths 255,306 211,250 44,056 38,352
R F Bennett 59 13 yrs 2 mths 303,334 260,000 43,334 36,314
K M Currie 50 26 yrs 5 mths 183,007 130,125 52,882 49,369
A M Kuipers 49 19 yrs 3 mths 117,104 82,125 34,979 32,762
Transfer valve of Transfer value of Increase in Transfer value of increase in

accrued pension accrued pension transfer value accrued pension entitlement

entitiement entitlement less Directors’ in excess of inflation

at 31 Dec 6 at 31 Dec 05 contributions  (less Directors’ contributions)

£ £ £ £

A ) Applegarth 2,235,907 1,842,785 358,633 218,677
D F Baker 3,516,436 2,793,613 700,073 515,834
R F Bennett 6,069,333 5.131,167 915,416 705,545
K M Currie 2,129,335 1,430,644 680,442 572,279
A M Kuipers 1,245,550 837,525 389,775 343,124

The accrued pension entitlement is the amount at the end of the year that the Director would receive if he retired at age 60. The increase
in the accrued pension entitlement is the difference between the accrued pension entitlement at the year end and that at the previous year

end. The Listing Rules also require this to be disclosed excluding inflation.

All transfer values have been calculated on the basis of actuarial advice in accordance with Actuarial Guidance Note GN11. The transfer
values of the accrued pension entitlement represent the value of assets that the pension scheme would need to transfer to another pension
provider on transferring the scheme’s liability in respect of the Directors’ pension benefits. They do not represent the sums payable to

individual Directors and, therefore, cannot be added meaningfully to annual remuneration.

The increase in the transfer value less Directors’ contributions is the increase in the transfer value of the accrued pension entitlement during

the year after deducting the Director's personal contributions to the scheme.

The transfer value of the increase in accrued pension entitlement, required by the Listing Rules, discloses the current value of the increase in
accrued pension entitlement (excluding inflation) that the Director has earned in the period, whereas the change in his transfer value,
required by the Companies Act 1985, discloses the absolute increase or decrease in transfer values and thus includes the change in value of
the accrued pension entitlement that results from market volatility affecting the transfer value over the year, as well as the value of the

additional accrued pension entitlement earned in the year.

Including Mr Bennett’s unfunded arrangement he has an estimated accrued annual pension entitlement at 31 December 2006 of

£303,334, amounting to 2/3 of his full pensionable earnings.




DIRECTORS' INTERESTS IN SHARES

The following Directors held a beneficial interest in the Company’s Ordinary Shares:

Non Executive Directors
Dr M W Ridley

N A H Fenwick

Sir lan Gibson

N Pease

M ] Queen

R A Radcliffe

Sir George Russell

Sir Derek Wanless

Executive Directors

A ) Applegarth

D F Baker

R F Bennett

K M Currie

D A Jones {appointed 1 February 2007)
A M Kuipers

At
27 Feb 07

46,150
3,750
15,000
8,350
4,000
6,605
20,500

98,257
62,525

43,746
25,988
52,699

At
31 Dec 06

46,150
3,750
15,000
8,350
4,000

6,605
20,500

94,746
70,182
63,598
48,694

61,559

At
31 Dec 05

46,150
1,500
15,000
8,350
4,000

36,755
20,500

101,398
73,041
65,187
47,074

38,015

At
27 Feb 07

413,881
266,549

186,225
94,988
186,225

Contingent Interests

At At

31 Dec 06 31 Dec 05
541,587 549,430
351,861 370118
351,861 370,118
226,693 217.811
226,693 217,811

Contingent interests represent Ordinary Shares over which the Directors have conditional rights under the Bonus Matching Plan, the Deferred

Share Scheme and the Long Term Incentive Plan which is subject to stringent performance criteria being met as described previously.

DIRECTORS' SHARE OPTIONS

Movements in options to subscribe for Ordinary Shares in the Company in which the Directors have an interest during the period 1 January

2006 to 31 December 2006 are as follows:

Option type

A ) Applegarth Sharesave 4
D F Baker Sharesave 4
R F Bennett Sharesave 3
K M Currie Share Option Scheme

Sharesave 4
A M Kuipers Sharesave 2

Sharesave 4

At
31 Dec 05

2,273
1,303
1,580
4,854
1,303
8,546
2,273

Exercised
in 2006

Exercise
price

£
7.27
7.27
5.98
6.18
7.27
215
7.27

At
31 Dec 06

2,273
1,303
4,854
1,303
8,546
2,273

Date from Expiry date

which first

exercisable
1 May 10 1 Nov 10
1 May 08 1 Nov 08
1 Jun O1 1 Jun 08
1May 08 1 Nov 08
1 May 07 1 Nov 07
1 May 10 1 Nov 10

No Executive Director option terms were varied during 2006 and no price was paid for any of the options in the table, other than the all

employee Sharesave Scheme, where each Director paid £250 per month.

Options listed in the table above are H M Revenue & Customs approved schemes. The Employee Share Option Scheme was subject to an

earnings per share target which was met in 2006. Options under the Sharesave Scheme do not have any performance conditions.

For each unexercised option at the end of the year, the market price of each share at 31 December 2006 was £11.78, the highest market
price during the year was £12.18 (16 November 2006) and the lowest market price during the year was £9.31 (10 January 2006).

On 2 May 2006 RF Bennett exercised 1,580 share options. The market price of the shares on 2 May 2006 was £10.60. On 26 January
2007 KM Currie exercised and sold 4,854 share options. The market price of the shares on 26 Janvary 2007 was £11.92

The specific individual interests of Executive Directors are shown in the tables above. In addition the Directors are deemed to have an

interest in shares held by Trusts for various executive and other employee share schemes at 31 December 2006 as follows:

(i) Northern Rock Employee Trust holds 6,740,740 shares (31 December 2005 - 4,048,207 shares);

(i) Northern Rock Qualifying Employee Share Ownership Trust holds 600,852 shares (31 December 2005 — 1,117,287 shares); and

(i} Northern Rock Trustees Limited holds 85,708 shares (31 December 2005 ~ 287,252 shares).

Nichola Pease
Chairman, Remuneration Committee
27 February 2007
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INTRODUCTION

We have had a transparent approach to our
reporting on Corporate Social
Responsibility (CSR) for many years. This
year we are not producing a summary hard
copy Community Report but instead are
providing this fuller summary. We have also
updated the format and content of our web
site, which provides full details of our CSR
policies and performance. This is available
at http://companyinfo.northernrock.co.uk/
investorrelations/corporatereports.asp

Our CSR reporting is broken down into a
number of sections and the key activities
within each area are summarised below:

ENGAGEMENT

Northern Rock has a policy of active
communication and as part of this process
management are regularly engaged in verbal,
face-to-face and written communications
with a variety of stakeholders.

It is particularly pleasing when independent
third parties recognise the work we do and

the key points from 2006 are:

® DTI Research - In an independent
assessment by the DTI based on our
2005 Annual Report and Accounts,
Northern Rock was cited as one of the
higher performing UK owned
companies. This highlighted that our
staff and assets are used effectively,
create wealth and provide a sustainable

performance for our stakeholders.

¢ Ethical Investment Research {(EIRIS} -
During the year we engaged in two way
communication with EIRIS, the principle
organisation in the assessment of
company performance in CSR issues. It
is pleasing to note that our work on
customer related issues and key
environmental performance indicators
were highlighted as areas where
improvements had been made.

¢ FTSE4GOOD - This index is designed
to measure the performance of
companies that meet globally
recognised corporate responsibility
standards and we are delighted to be
included in their UK, European and
Clobal Indices, with “pass” ratings

received in all appropriate areas.

¢ Award Nominatien — Northern Rock
was short-listed in the IR (investor
Relations) Magazine for “Best Practice
in Corporate Social Responsibility”.

In addition to this recognition we also
engaged with Times 100, producing a case
study on “Pursuing a Growth Strategy” for
use by both students and teachers in a
wide variety of studies for National
Curriculum subjects.

GOVERNANCE AND ACCOUNTABILITY
Northern Rock regards adherence to the
principles of good corporate governance to
be of the utmost importance and full
details are included in the Corporate

Governance Report on pages 13 to 17.
Key peints from 2006 are:

® Corporate Governance Day 2006 -
On 1 November 2006 the Chairman,
Senior Independent Director and Chief
Executive met a number of stakeholders
as part of our commitment to hold
regular Corporate Governance Days.

¢ The Banking Code -~ Northern Rock
follows The Banking Code. It provides
valuable protection for customers and
explains how financial institutions are
expected to deal with them day to day
and in times of financial difficulty.

* Risk Management — Northern Rock's
risk management framework is designed
to maintain and continually improve the
established processes and tools for the
identification, assessment, control and

monitoring of existing and future risks.

The management of risk within
Northern Rock is embedded within the
business, with responsible individuals
being empowered to manage the risks
within a framework of policies,
procedures and delegated authorities
established by the Board and senior
management. A process of regular risk
reporting provides evidence of control,
supervision and monitoring by the

business.

® Disposal of confidential waste from
Northern Rock Sites — Northern Rock
has robust procedures in place for the
disposal of confidential waste from all

our sites. All confidential waste is
shredded and certificates of
destruction are issued for all
consignments. The process is audited
regularly by CSR staff.

¢ Financial Services Authority (“FSA")
— Northern Rock works closely with the
FSA and had numerous meetings with
officers throughout the year,
particularly in relation to Basle If and

market practices.

BUSINESS ETHICS AND HUMAN RIGHTS
In the same way that the Company adheres
to the principles of good corporate
governance it is also important that all staff
should know what standards of conduct are

expected from them.

Our relationship with shareholders,
customers and other stakeholders is of
paramount importance to us and to retain
their trust and faith in us our staff must act
in an appropriate manner at all times. Qur
Code of Business Ethics and Human Rights,
therefore, forms a key element in the way
we conduct business and we believe that
the Cede is designed to be beneficial to

all stakeholders.
Work done this year in this area includes:

® An updated draft Code of Ethics and
Human Rights has been produced and
will be adopted formally in 2007. This
will be followed by a Supplier Code of
Conduct and Ethics. Human Rights and
Diversity are integral to both Codes.

® Age Discrimination Regulation
implications have been introduced and
embedded into corporate procedures.

® A further review of “accessibility” to the
Company's website has been
undertaken and improvements will be
initiated in 2007.

WORKPLACE

Northern Rock's employees are
fundamental to the continued success of
Northern Rock.

We strive to be the employer of choice and
look continuously to improve staff
retention initiatives, staff recruitment,
training, pay and benefits.




Key points from 2006 are:

® Further development of the Graduate
Training Scheme with an intake of 24

this year.

* Introduction of a Modern Apprenticeship
Scheme for trainee clerical staff.

* Continued support for the AMICUS full
time representative based on site at
Head Office.

® Introduction of extended sickness
managerment procedures supported by
an Employee Assistance Programme
and an on site occupational health and

physiotherapy service.

*  Our commitment to creating
employment opportunities in the North
East of England was once again
demonstrated by the commencement
of a £40m redevelopment of the
original Head Office building in
Cosforth, Newcastle upon Tyne and
detailed negotiations for a £60m office
at Rainton Bridge, Sunderland.
Completion of both schemes is planned
for 2008.

MARKETPLACE

Northern Rock is committed to profitable
growth in high quality business and seeks
to meet the increased service expectations
of customers. We have a number of training
programmes for staff to support the
provision of excellent service at all points
of the customer journey and we continue
to strive for improvements in all areas. [t is
pleasing to note that our efforts have been
rewarded by a number of industry awards.
These include “Outstanding Industry
Achievement”, Hampton's International,
“Brightest new star”, North East Contact
Centre of the Year Awards and “Best
Provider of Lifetime Mortgages”, Mortgage
Introducer Awards.

Key points from 2006 are:

® Treating Customers Fairly — The high
level principles outlined by the FSA
require that al! regulated firms treat
their customers fairly. The fair
treatment of customers is central to
consumers having confidence in the

financial services industry.

Significant progress has been made in
raising standards in recent years to
improve the fair treatment of customers
and we believe that our programme of
continued customer research and
engagement will allow us to build on
our successes.

Responsible Lending - Northern
Rock's approach to lending is pragmatic
and aims to reinforce the principles of
responsible lending and affordability in
line with FSA Regulations, without

becoming intrusive.

Our salesforce, at the point of
interview, check outgoings and conduct
assessments on the basis of the
information received — all of which is
duly recorded. Intermediaries are asked
to complete the “Confirmation of
Affordability” section in the application
form (which is alongside all other
regulatory information required from

the intermediary).

Mortgage Regulation — Northern
Rock seeks to comply with all aspects
of mortgage regulation. It is a
requirement of mortgage regulation to
keep borrowers with regulated loans
fully apprised of any arrears position
and subsequent consequences. All
loans that fall into arrears are treated
individually and all decisions made are
based on the circumstances of the
customer. The company has adopted
the same approach to both regulated
and non-regulated loans, ensuring that
all customers are treated fairly.

Mortgage Arrears Position ~
MNorthern Rock's arrears position is
consistently half the UK average. This is
attributed to both our front end
lending policy decisions which ensures
that our customers can afford their
loans and also the support we provide

when difficulties arise.

Lifetime Mortgages — Northern Rock
has developed a number of products to
enable elderly homeowners who may be
“asset rich but cash poor” to release
capital. These include Equity Release,
Cash Plus Lifetime Mortgage, Protected
Equity Mortgage and an Age Concern
Lifetime Mortgage.

¢  Growth in Branch Outlets — Northern
Rock currently has 56 full branches and
16 mortgage only branches, In
February 2007, mortgage branches will
also start to offer a limited range of
savings products. Additional branches
will be opened in key centres as and
when suitable opportunities arise.

COMMUNITY

Following Northern Rock Building Society's
conversion to a plc in October 1997 we
donate 5% of pre-tax profits to The
Nerthern Rock Foundation under a Deed of
Covenant. The Foundation is an
independent grant making organisation
where donations are used to support
community and charitable causes in the
North East of England and Cumbria.
Further details of the initiatives of the

Foundation can be found on page 33.

In addition to the Foundation we are
involved with a number of other

“community” initiatives:

® Northern Rock Charity Committee —
The Corporate Charity for 2006,
selected by our staff, was Tiny Lives —
The Neonatal Unit at the Royal Victoria
Infirmary, Newcastle upon Tyne. Staff
throughout the Company were active in
raising funds through a wide range of
events, all of which are “double
matched” via the Foundation. This

year’s total was over £373,000.

A full-time Charity Co-ordinator has
been appointed to assist with the
organisation of the events for the
Corporate Charity in 2007 and
beyond.

®  Payroll Giving - 7% of our staff
donate to charity via payroll giving. We
have achieved Silver Award Status with
the Charities Trust.

¢ Northumberland Wildlife Trust - Our
Craduate Trainees are encouraged to
support the local community and this
year helped Northumberland Wildlife
Trust dam drainage ditches at Helburn
Moss, so water would be retained in a
peat bog, encouraging growth of

diverse plant species.
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® Road and Transport Improvements —
As part of our commitment to improve
the transport network around our
Gosforth Head Office we have funded a
number of pedestrian crossings to

improve safety.

ENVIRONMENT

We are committed to ensuring that
environmental awareness and best practice
form an integral part of our corporate
thinking. We consider the key
environmental impacts arising from our
corporate operations to be the use of
energy, carbon dioxide emissions, waste,
water use, corporate transport and staff

transport to work.

& Energy - In line with Government
targets to reduce emissions by 20%
between 1990 and 2010 we have
actively managed carbon dioxide
outputs from the Company since
1996. At that time our output was
3.10 tonnes per employee and in
2006 it was 0.42 tonnes, a decrease of
61% on 2005 and further
demonstration of our commitment to

efficiency and sustainability.

® Waste — Northern Rock follows the
principles of “Reduce, Reuse and
Recycle”. We have improved operational
procedures and enhanced IT systems to
minimise paper waste. Furniture and
equipment that are no longer required
are donated to local schools, charities

and community groups. All our paper
waste, cardboard and pamphlets are
recycled following destruction. There
are also recycling schemes in place in
Head Office sites for plastic bottles,
plastic cups, aluminium cans, waxed
paper cups, toner cartridges, computer
consumables, glass and mobile phone

batteries.

In advance of the Implementation of
the EU Directive on Waste Electrical

and Electronic Equipment (the WEEE
Directive) a secure licensed disposal

contract has been established with a
national contractor.

Qur recycling rate for waste is 61% and
our total waste output has remained

the same as last year.

Water — We benchmark and target our
water use against the DEFRA corporate
environmental reporting guidance for
offices which is 0.05m* per employee
per working day. During 2006 our
corporate figure was 0.0358m? per

employee per working day.

Corporate Transport — The demand
for business travel is greater than ever
and the Company has continued to
seek methods to control carbon
dioxide emissions from Company
transport activities by:

— Promoting our corporate transport

policy

- Reducing corporate transport

mileage wherever practical

- Continuing to introduce revisions
to the corporate transport fleet
inctluding the use of dual fuel and

electric vehicles

— Promoting the use of conference
call facilities within Head Office

sites

¢ Transport Plan Management - We
recognise that staff have an impact on
the environment as a result of the way
they travel to and from work, We have
a number of schemes and incentives
in place to encourage staff to
use alternatives to single person

car journeys.

To monitor car usage a further staff
transport survey was conducted during
2006 and this showed a marginal
decrease in car drivers of 0.5%, to 49.9%
of staff. Our long-term target is 40%.

TARGETS AND OBJECTIVES

CSR is integral to our whole approach to
business and as such we look to make
continued improvements so long as they
make sound business sense, Whilst some
of our future plans have been identified in
this summary, our website sets out key
objectives and targets for the next

three years.




Since 1997, Northern Rock plc has donated £175 million to The
Northern Rock Foundation, which was established when Northern
Rock Building Society converted to a public limited company. The
Company covenants 5% of its pre-tax profits each year to the
Foundation, and was ranked third largest UK corporate giver in
The Guardian's ‘Giving List’ {November 2006).

The Foundation is an independent grant-making trust supporting
charitable causes in the North-East and Cumbria. Its aims are to
tackle disadvantage and improve quality of life. 2006 was the
Foundation’s ninth year of operation. During the year its Trustees
awarded 352 grants worth £27 million. Since 1997 the Foundation
has awarded grants worth more than £140 million.

In 2006, the Foundation’s Trustees maintained their policy of
funding activities exclusively in the North-East and Cumbria. The
majority of the Foundation’s grants targeted social and economic
disadvantage. The Prevention, Money and Jobs and Basics
programmes dealt with a broad range of issues, including prejudice
and discrimination, the decline of decent community facilities,
youth disaffection, economic inactivity, growth of social enterprises,
mental ill-health and welfare advice. The Trustees also invested in
developing the capacity of the voluntary sector through support
organisations and training programmes.

The Foundation continued to explore alternative means of investing
in the voluntary sector to meet its aims. During the year it
established a special £1 million loans scheme for community
development finance institutions and credit unions to improve
financial opportunities for individuals, community organisations and
businesses in disadvantaged areas.

In 2006, the Foundation maintained its role as a major funder of
cultural activity in the region. Through its Aspiration and Capital
programmes it made grants worth £5.5 million for high-profile arts,
heritage, environment and sport organisations. The Foundation also
continued as a key partner in the Culture 10 initiative, a ten-year
programme of high-profile cultural activity focused on Newcastle
and Gateshead, but including other parts of the North East. The
Trustees made a further £3 millien exceptional award to support
projects brought forward under the Culture 10 banner up to 2012.

2006 also marked the fifth year of the Foundation’s annual Writer's
Award, one of the largest literary prizes in the UK, which it runs

in partnership with New Writing North. The 2006 winner was
novelist Andrew Crumey, whose novels Mobius Dick and Mr Mee,
amongst others, have won literary praise and been shortlisted for
prestigious awards.

The Foundation continued to take a lead in regional and national
developments in the grant-making world. In particular it played a
key role in the consortium running the Government's Futurebuilders
fund, designed to strengthen the capacity of voluntary
organisations to deliver public services. The Foundation’s Director is
Vice-Chair of the Futurebuilders’ Board, and a Foundation Trustee
sits on its investment committee.

The Foundation also runs a scheme where it ‘double matches’ every
pound donated to charities by Northern Rock employees. Some of
the money comes from the Give As You Earn (GAYE) scheme
through which employees donate a regular monthly sum from their
salary, also attracting a small government subsidy. But by far the

majority of the donations come from the fundraising efforts of staff
members. By the end of 2006, the nine-year total raised by staff
when matched by the Foundation reached £4.5 million. The total
raised and matched in 2006 was £1.4 million.

In the first half of 2006, the Trustees continued a consultation
process with the voluntary and community sector as part of a wide
review of the Foundation’s current programmes. In the summer, they
held a review meeting to determine their future policies and _
priorities, and in September, faunched new and revised programmes.
The Trustees will make their first grants under these programmes in
early 2007.

More information about the Foundation is available from:

The Northern Rock Foundation
The Old Chapel, Woodbine Road, Gosforth
Newcastle upon Tyne NE3 1DD

Telephone: 0191 284 8412, Fax: 0191 284 8413
e-mail: genenaloffice@nr-foundation.org.uk
Web: www.nrfoundation.org.uk

Crant programmes 2006 approved amounts:

Awards Programme
£
> 5,614,937 Prevention
® 3917927  Money and Jobs
> 3,888,075 Basics
(-3 2,708,816 Better Sector
> 3,148,860  Aspiration
[ 2,397,585 Cultural Capital
o 972,928  Exploration
{> 4,457,500  Exceptional
£27,106,728 Grant making total
1,130,000 Loans
946,439 Staff matched
202,000 Other
£29,385,167 Total investment




34

DESCRIPTION OF THE BUSINESS
Northern Rock is a specialised iender whose core business is the provision of secured residential lending, secured commercial lending and
unsecured personal finance in the UK. Funding is obtained from both on-shore and off-shore personal savings, wholesale money markets,

from the securitisation of loans and from covered bonds. Income is also generated from the sale of third party insurance products.

Residential mortgage and retail savings products are distributed to retail customers through a diversified distribution network with an
emphasis en cost efficiency. The network consists of 72 branches and mortgage centres, postal, telephone and internet operations. A large

proportion of our residential mortgage business is sourced indirectly via independent financial advisers and the introducer market.

All lending activities are carried out in the UK, whereas funding, particularly non-retail funding, is attracted globally.

NORTHERN ROCK'S OBJECTIVES AND STRATEGIES
Efficiency is paramount to the Northern Rock business strategy. Cost efficiency enables competitive pricing for both savings and lending
products, leading to volume and income growth supporting further improvements in cost ratios. Capital efficiency is achieved by optimising

the use of debt and equity capital as welt as by the securitisation of loans.

Northern Rock has well established strategic targets against which its financial performance is monitored. These targets, which were all

achieved on an underlying basis in 20086, are set out in the following table:

Strategic 2006 Performance 2005 Performance

Targets Reported Underlying Reported Underlying
Growth in total assets 20% +/- 5% 22.1% 23.9% 27.5% 249%
Growth in profits attributable to all shareholders 20% +/- 5% 31.2% 19.1% (2.8%) 13.6%
Return on equity 20% - 25% 23.5% 21.9% 19.3% 20.8%

Following the introduction of International Financial Reporting Standards (“IFRS™), the balance sheet and income statement are subject to a
certain amount of volatility. This particularly arises from accounting for hedges which although economically effective are deemed under
IFRS rules to be ineffective. In addition, volatility arises from fair value movements on derivatives taken out to minimise risk in respect of
certain financial liabilities and instruments included in non shareholders’ equity which themselves are not subject to fair value treatment.
Where appropriate, such volatility is separately identified in the review of financial and operating results to enable underlying performance to
be separately identified. Underlying total assets also exclude the fair value of derivative instruments due to volatility in such values. Further

detail is given on page 45.

DISTRIBUTION NETWORK

Northern Rock distributes products through multiple channels, with all channels focused on sales activity and the administration of
mortgages and savings products delivered though efficient centralised units. The distribution network is targeted to achieve volume growth,
principally in residential mortgage lending and insurance sales, and to support the Group's retail funding objectives. Developments in the
network have focused on delivering the needs of both introducers and direct customers in a cost efficient manner.

Key features of our distribution network for the Graup's products are set out below:

Intermediaries

Distribution through intermediaries accounted for approximately 89% of new mortgage lending in 2006 as compared with $0% in 2005.
Northern Rock has developed excellent relationships with both large firms of intreducers and “groups” of smaller intermediaries, giving wide
access to national mortgage distribution. Depending on the arrangements in place between Northern Rock and a particular intermediary,
they are compensated for introducing mortgage business in line with general market practice. Management expects that strong relationships

with intermediaries will continue to be an important element of Northern Rock’s distribution strategy.

Northern Rock Onfine
90% of intermediary business is routed via the Northern Rock Online system. The system allows intermediaries to input their clients’ details
and obtain instant online decisions before proceeding through to full application. Intermediaries are then updated on the progress of each

of their cases via automatic e-mail updates.

Branches

Traditionally branches were a major source of mortgage lending and retail funding for retail banks. In recent years Northern Rock achieved
volume growth and geographical spread in its core markets through alternative and more cost efficient distribution means which resulted in a
reduction in its branch network, which was located mainly in the North of England. However, there are opportunities to increase sales through

branches and Northern Rock will open a small number of new outlets in selected geographic locations to take advantage of this potential.




Northern Rock has 72 branches which offer core residential mortgage and retail savings products (excluding postal and telemarketing

products), personal lending and third party insurance.

Telemarketing
Telemarketing plays an increasingly important role in generating retail funding and new residential mortgage lending.

Northern Rock Direct is a telephone-based direct marketing and selling operation. It sells mortgages and associated third party insurance
products through telephone contact with customers initiated by advertising and inclusion of products in “best buy” tables featured in most

national and regional newspapers.
Northern Rock also operates a standalone mortgage retention unit which is key in retaining existing customers,

Postal Retail Funding

Postal accounts play an important role in generating new retail funding. Postal funding incorporates 15A products — for those that look for
tax efficient savings, Fixed Rate Bonds — for those looking to obtain a longer term guaranteed rate, and Northern Rock’s Silver Savings range
- for savers over the age of 50.

Offshore Retail Funding

Since 1996 Northern Rock has enhanced its retail funding franchise by extending distribution geographically into new markets where there
are opportunities to grow new business. Northern Rock now operates a branch in Ireland, with an office in Dublin and a subsidiary company,
Northern Rock (Guernsey) which is located in the Channel Islands. More recently, Northern Rock extended its retail funding distribution into
Continental Europe, opening Northern Rock Savings Bank in Denmark on 7 February 2007.

Regional Commercial Lending Centres
Northern Rock operates a specialist team of Development Managers and support staff for its Commercial Lending business and these are

based from 7 Regional Commercial Lending Centres. This team interacts both directly with customers and specialist intermediaries.

FINANCIAL HISTORY
Northern Rock aims to maintain high and profitable growth whilst retaining a low risk profile. This is evident in Northern Rock’s
demonstrable record of high asset and profit growth.

TOTAL ASSETS
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Note: The table above shows the growth in total assets of Northern Rock since 2001. Total assets for 2001 to 2003 represent assets under management, which comprised total

balance sheet assets plus non-recourse finance. There is no differance between total assets and assets under management in 2004 to 2006 following the introduction of IFRS.
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COMPOSITION OF STATUTORY BALANCE SHEET AT 31 DECEMBER 2006

Assets £101.0bn 1% Liabilities £101.0bn

9% 13%

7%

®  Liguid assets # Retail
(> Residential mortgages ® Wholesale
& Other advances > Securitised bonds
> Other > Covered bonds
> Capital
> Other

The low risk nature of Northern Rock's balance sheet is reflected in the mix of assets, with 77% of total assets represented by secured
residential mortgages. These assets are funded through a well diversified range of funding sources, comprising on-shore and off-shore retail
funding, wholesale funding, securitisation and covered bonds. All of our funding arms performed well during 2006, with improvements in

pricing for issues from both our securitisation and covered bond programmes.

At 31 December 2006, total assets on a statutory and an underlying basis (excluding fair value adjustments) exceeded £100 billion for the
first time. On an underlying basis, total assets were 23.9% higher than at the previous year end and on a statutory basis increased by 22.1%.

SHAREHOLDER PROKIT
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Note: The table above shows the growth in profit attributable to equity shareholders since 2001. For 2001 to 2003 attributable profit was prepared under UK GAAP For the
periods after 2003, statutory attributable profit is stated under IFRS. For 2004 underlying results, attributable profit is based on unaudited proforma 2004 results. Proforma results
incorporate the impact of IFRS, where it was possible to determine what the impact would have been if the accounting changes had been effective in 2004, The proforma results
shown far 2004 include the impacts of changes to accounting rules relating to effective interest rate and the reclassification of certain financial instruments from debt to equity,

but exclude the effects of hedge accounting under IFRS which differs from that applied under UK GAAP.

During 2006, the strategic target range for annual growth in underlying profits attributable to alf shareholders was increased to

20% +/- 5%, on a like for like basis {from 15% +/- 5%) recognising that it is likely to take a couple of years to achieve the centre of
this range. In addition, the return on equity target range increased to 20% - 25%. This increase reflects the robustness of

Northern Rock's business model.




2006 OPERATIONAL PERFORMANCE

LENDING

During 2006, Northern Rock achieved record levels of total lending. Total gross lending was £32,989 million, an increase of 22.7%

(2005 - £26,879 million), with total net lending of £16,621 million, an increase of 14.2% (2005 - £14,555 million). Prospects for 2007
are good, with a total opening pipeline of £6,230 million {1 January 2006 - £5,300 million) including a residential lending pipeline of
£5,815 million (1 January 2006 - £4,779 million), an increase of 21.7%.

An analysis of new lending by portfolio is set out in the following table:

Residential Commercial Unsecured Total
£m f£m £m £m
2006
Cross 28,972 423 3,594 32,989
Net 15,090 40 1,491 16,621
Closing balances 77,292 1,560 7,277 86,129
2005
Cross 23,618 408 2,853 26,879
Net 13,350 5 1,200 14,555
Closing balances 62,257 1,523 5.789 69,569

Note: Gross and net lending represents net cashflows excluding fair vatue adjustments, Closing balances are stated including fair value adjustments.

The composition of our lending portfolios has continued to be low risk. At 31 December 2006, 90% of our loans to customers were
residential secured loans (31 December 2005 — 90%), 2% commercial secured loans (31 December 2005 — 2%} and 8% within our
personal unsecured portfolios {31 December 2005 - 8%). This mix is not expected to change significantly going forward.

RESIDENTIAL - UK MARKET

The UK residential lending market remained buoyant throughout 2006 resulting in gross lending for the year of £345 billion, an increase of
20% over the £288 billion seen in 2005. Gross lending associated with house moving represented around 60% of lending with 40% driven
by remortgage activity. Remortgage activity reflects increased market liquidity following the removal of overhanging early repayment charges.
UK residential net lending in 2006 at £111 billion represented an increase of 22% (2005 - £91.3 billion) supported by higher levels of

house moving and average house price inflation of around 10%.

The buy to let market continues to be strong, representing approximately 10% of UK gross residential lending. This market will continue to

be supported by demand, particularly from pre first time buyers, for student accommedation and from migrant workers.

We expect gross lending in 2007 to be a little higher than 2006, with house price inflation broadly in line with increases in earnings.
Lending volumes will continue to be supported by favourable economic conditions, healthy volumes of housing transactions, buy to let and
continued remortgage business. These conditions will provide a substantial and robust gross lending market for us to be able to achieve our

lending targets.

RESIDENTIAL - NORTHERN ROCK PERFORMANCE
Residential mortgage lending represents Northern Rock's core activity and accounts for 90% (2005 - 30%) of loans to customers.
Northern Rock consistently achieves high levels of residential lending, which has resulted in a market share of net residential lending at

around twice natural share of stock.
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We achieved gross residential lending of £28,572 million (2005 - £23,618 million) and net residential lending of £15,090 million
{2005 - £13,350 million), representing increases of 22.7% and 13.0% respectively. The following table sets out our market share
statistics for each of the last four years:

Residential lending 2003 2004 2005 2006 2006 2006
market shares FY FY FY H1 H2 FY
Gross lending 5.4% 6.8% 8.1% 7.8% 8.7% 83%
Redemptions 4.1% 4.5% 50% 59% 5.9% 59%
Net lending 7.7% 11.2% 14.5% 12.2% 14.4% 13.4%
Closing balances 4.8% 55% 6.4% 6.7% 71% 71%

Our residential lending performance shows the success at growing gross market share and containing levels of redemptions through our
customer retention process and fair and transparent policy of allowing existing customers, subject to their contractual terms, to transfer their
loan to any product available to new borrowers. Our approach to customer retention, which is unique amongst the major volume mortgage
lenders, means that we do not need to significantly grow our gross lending volumes from new customers to achieve our stated asset growth

targets. We intend to improve our retention performance in respect of home movers both for direct business and through intermediaries.

Our distribution network continues to evolve as our business grows. In 2006, 89% of our mortgage business was sourced via the
intermediary market (2005 — 90%) with 50% of this business being conducted on-line by the end of the year, benefiting service fevels and
operational efficiency. We will continue to develop our on-line facilities and intend to roll out e-commerce options for direct and product

transfer customers during 2007.

We will continue to strengthen our key account relationships with major intermediary groups as well as opening up opporturities with new
intermediaries. At the same time we intend to increase our branch sales network to up to 100 branches over the next 3 to 4 years, with new
branches in major centres of population. We will also continue to invest in our Northern Rock Direct telephone operation to enhance our

direct lending activities.

We offer customers a wide range of innovative and attractive products comprising lifestyle products and traditional price-led products with a
planned mix of approximately 40% and 60% of new lending respectively. Most of our products have inbuilt flexibility giving customers the
opportunity to overpay, make redraws and, subject to advance agreement and after a qualifying period, take payment holidays, provided that

their account is fully up to date.

Our lifestyle products, which are margin enhancing, comprise our “together” family of products, Lifetime and residential Buy to Let
mortgages. The “together” products combine a secured and unsecured loan at one interest rate and one monthly payment. Our Lifetime
range is aimed at homeowners aged 60 and over who wish to utilise equity in their homes to enhance their lifestyle. Residential Buy to Let
lending is focussed on lending to small portfolio borrowers rather than single applicant landlords. An analysis of lifestyle lending is set out in

the following table:

Lifestyle lending Together Lifetime Buy to let Total
2006
% share of new lending 31.4% 0.9% 7.3% 39.6%
% share of clesing balances 23.4% 2.7% 5.7% 31.8%
2005
% share of new lending 28.7% 1.4% 71% 37.2%

% share of closing balances 20.6% 3.0% 4.9% 28.5%




The following analysis of mortgage lending is based on total gross lending in each year.

2006 2005
o To

Type of lending
Fixed rate (long term — over 2 years) 23 29
Fixed rate (short term — up to and including 2 years) 33 25
Discount 5 8
Cashback - 1
Together 31 25
Lifetime 1 1
Buy to Let 7 7
Type of customer
First time buyer 24 24
Next time buyer 44 39
Remortgage 32 37
GCeographic spread
North 14 15
Scotland/Northern Ireland 10 10
Midlands 26 25
South 50 50

Of our traditional price-led mortgage products, fixed rate mortgages remained the most popular with 33.0% (2005 - 25.3%) of total new
lending accounted for by short term fixed rate products up to two years, and 22.5% (2005 - 28.8%) by longer term fixes, normally up to
five years. The increased demand for short term fixed rate products reflected customer demand for protection against anticipated increases

in interest rates.

Overall, the profile of our new lending has remained low risk despite strong growth in volumes. Lending to first time buyers remained stable
as a proportion of new lending at 24% (2005 — 24%), a reduction from the first half at 27%, as we adjusted our risk appetite. 76% (2005
— 76%) of new customers continued to have a proven mortgage payment track record. Consistent with this trend, the average Loan to Value
(“(TV") ratio of new lending in 2006 has remained the same as in 2005 at 78%. New lending at or below 0% LTV improved to 78%
(2005 - 70%) of completions. The average indexed LTV of our mortgage book at the year end was 60% (31 December 2005 - 58%)
which continues to provide strong cover in the event of default. In fine with house price increases, our exposture to large loans has increased
with 5.1% of new loans by value over £500,000 (2005 - 3.4%). The credit risk on this lending remained excellent with such loans
attracting an average LTV of only 73%. New lending continued to be geographically spread across the UK in line with the demographics of
the population.

We will be offering mortgage products for the near prime, sub prime and self certified markets on behalf of Lehman Brothers from March
2007. We will not take any credit risk nor will we administer the loans post completion, but will generate income for their origination. By
offering such products we will complement our existing product portfolio and gain access to mortgage intermediaries with whom we

currently have no relationship, thereby expanding our distribution network.
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CUSTOMER SATISFACTION
Northern Rock launched an extensive Customer Research Programme towards the end of 2005. The programme was designed not only to
provide evidence of our fair treatment of customers, but also to objectively measure the customer experience across a range of product

areas, with a view to identifying potential areas for further improvement.

Over 3,500 customers have been interviewed so far. The results overall have been very positive, and help us to target key areas for further

improvement ~ an important strategy which enables us to continuously develop our customer proposition.

Customer satisfaction levels are shown below, along with an arguably stronger measurement of satisfaction; advocacy.

2006 2005
Satisfaction 92% 89%
Likelihood to recommend 96% 94%

UNSECURED

Our personal unsecured credit portfolios comprise the unsecured element of “together” lending 2nd standalone unsecured loans not linked
to a residential mortgage. An analysis of lending volumes on the separate elements of our unsecured portfolios is shown in the following
table:

Standalone Together
Unsecured Unsecured Total
£m £m fm
2006
Cross 2,332 1,262 3,594
Net 782 709 1,491
Closing balances 4,221 3,056 7.277
2005
Cross 1,970 883 2,853
Net 744 456 1,200
Closing balances 3,408 2,381 5.789

The growth in standalone unsecured gross lending slowed in line with the number of borrowers who satisfy our credit score and our risk

appetite. Net lending stabilised as the portfolio matures and redemptions and repayments naturally increase.

Volumes of new “together” unsecured lending increased broadly in line with the growth of “together” mortgage lending with the unsecured

element remaining around 13% of combined “together” advances.

COMMERCIAL

Competition in the commercial secured lending market remained strong throughout 2006, with certain lenders being particularly aggressive
on price and LTV levels at which they are prepared to lend. Both gross and net lending within our commercial lending portfolio remained
constrained as a result of maintaining cur emphasis on quality rather than volume of lending. Gross lending in the year amounted to

£423 million (2005 - £408 million) with net lending of £40 million (2005 - £5 miliion).

Included within advances secured on residential property are £1.0 billion {2005 - £0.8 billion) of loans secured on commercial Buy to Let

portfolios, which are managed within cur commercial lending operation.

FUNDING
Northern Rock has four distinct funding arms enabling it to attract funds from a wide range of customers and counterparties on a global
basis. In recognition of our broad and innovative access to a cost effective and diverse capital markets investor base, Northern Rock was

awarded the prestigious International Financing Review's 2006 Financial Institution Group Borrower of the Year award.
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Flows of new funding and closing balances are shown in the following table:

Retail Non-Retail Securitisation Covered Bonds
2006 £m £m £m £m
Net flow 2,527 2,876 10,628 2,733
Closing balances 22,631 24,240 40,226 6,202
2005
Net flow 2,809 2,317 8,831 2,378
Closing balances 20,104 22,253 31,156 3.830

Note: Net flow represents net cashflows excluding fair value adjustments. Closing balances are stated including fair value adjustments.

RETAIL
Retail funding comprised a net inflow of funds of £2.5 billion, including interest credited of £577 million. This builds on the successful

funding in 2005, again demonstrating the strength and diversity of our retail franchise. Closing balances comprised:

2006 2005

£m £m

Branch accounts 5.573 5115
Postal accounts 10,20 8.714
Internet accounts 2,225 2,048
Offshore accounts 3614 2,965
Telephone accounts 527 699
Legal & General branded accounts 491 563
Total retail balances 22,631 20,104

Funding during the year was largely into our Silver Savings accounts, which are available on-line, via post and through our branch network,
Fixed Rate bonds and our Irish based accounts. Balances in our ireland operation rose to £1,520 million (31 December 2005 - £1,025
million), with £2,094 million (31 December 2005 - £1,940 million) in our Guernsey based off-shore subsidiary. In February 2007, we

launched our new retail funding operation in Denmark. supplementing our diverse retail franchise.

NON-RETAIL
Our non-retail funding provides a balanced mixture of short and medium term funding with increasing diversification of our global investor
base. Following substantial inflows from securitisation during the first half, we repaid net £2.3 billion, mainly short term funds. In the second

half we raised a net £5.2 billion, leading to a full year net funding of £2.9 billion.

During the year, we raised £3.2 billion medium term wholesale funds from a variety of globally spread sources, with specific emphasis on the
US, Europe, Asia and Australia. This included two transactions sold to domestic US investors totalling US$3.5 billion. In January 2007, we
raised a further US$2.0 billion under our US MTN programme.

Key developments during 2006 included the establishment of an Australian debt programme, raising A$1.2 billion from our inaugural issue.
This transaction was the largest debut deal in that market for a single A rated financial institution targeted at bath domestic Australian

investors and the Far East.
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In August 2006, our long term credit rating with Standard & Poor's was increased one notch to A+ supported by our £400 million

preference share issue and a second Whinstone transaction. Our current credit ratings are set out in the following table:

Standard & Poor's Moody's FitchIBCA
Short term Al P-1 F1
Long term At Al A+

SECURITISATION

Funding through securitisation has remained an important part of Northern Rock’s funding strategy. During 2006, four residential
mortgage-backed issues were completed raising £17.8 billion gross {£10.5 billion net) through our Granite vehicles. The characteristics of
the mortgages securitised, in terms of product type, LTV and geographic distribution remain similar to those of our non-securitised
mortgages. We continue to diversify our investor base aided by comprehensive global investor roadshows. The Granite issuances continue to

price at lower spreads than earlier deals and significantly below maturing older deals.
In 2007 to date, we have completed a £6.1 billion residential mortgage-backed securitisation issue, which was heavily oversubscribed.

At 31 December 2006, securitised notes amounted to £40.2 billion {31 December 2005 — £31.2 billion), representing 43%
(31 December 2005 - 40%) of our total funding portfolios. This proportion is expected to stay broadly stable going forward.

COVERED BONDS

In 2006 we increased the size of our covered bond programme established in 2004 to €20 billion and raised €4 billion (£2.7 billion) from
two benchmark issues. Covered bonds continue to provide further diversification of our investor base while at the same time lengthening the
maturity profile of our funding. We have issued covered bonds in a range of maturities from 5 to 15 years with a current weighted average
maturity of 7.1 years. The covered bonds are secured by a pool of ring-fenced residential mortgages. The majority of the credit risks
associated with these loans have subsequently been transferred into the capital markets by means of synthetic securitisation transactions
providing further capital benefits.




2006 FINANCIAL PERFORMANCE AND POSITION

TOTAL INCOME AND MARGINS

Summary income statements shown on a reported statutory basis and on an underlying basis for 2006 and 2005 are set out as follows:

Net interest income

Other income

Net hedge ineffectiveness and other unrealised fair value gains and losses
Total income

Administrative expenses

Covenant to The Northern Rock Foundation
Operating expenses

Impairment losses on loans and advances
Profit before taxation

Income tax expense

Profit for the year

Attributable to:

Appropriations

Profit attributable to equity shareholders
Total

Earnings per share

Net interest income

Other income

Net hedge ineffectiveness and other unrealised fair value gains and losses
Total income

Administrative expenses

Covenant to The Northern Rock Foundation
Operating expenses

Impairment losses on loans and advances
Profit before taxation

Income tax expense

Profit for the year

Attributable to:

Appropriations

Profit attributable to equity shareholders
Total

Earnings per share

2006
Statutory Adjustments  Underlying
£m £m £m
849.1 (26.1) 823.0
152.8 - 152.8
14.9 {14.9) -
1,016.8 (41.0) 975.8
(277.5) - (277.5)
(31.4) 2.0 (29.4)
(308.9) 2.0 (306.9)
{81.2) - {81.2)
626.7 (39.0) 587.7
(183.7} 11.5 (172.2)
443.0 (27.5} 415.5
485 - 48.5
394.5 (27.5) 367.0
443.0 (27.5) 415.5
94.6p 88.1p
2005
Statutory Adjustments  Underlying
fm £m £m
7523 {45.5) 706.8
129.0 - 129.0
(56.4) 56.4 -
824.9 10.9 835.8
(249.4) - (249.4)
(24.7) {0.5) {25.2)
(274.1} (0.5) {274.6)
(56.6) - (56.6)
494.2 10.4 504.6
(144.9) (3.0) (147.9)
3493 7.4 356.7
48.6 - 48.6
300.7 7.4 3081
3493 7.4 356.7
72.5p 74.3p
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Underlying results include the interest related fair value movements on forward exchange contracts and all periodic interest settlements on
all derivative contracts, whether or not designated within an accounting hedge relationship. Excluded frem underiying results is the impact
of hedge accounting ineffectiveness on derivatives and associated hedged items where fair value hedge accounting has been obtained, gains

and losses on non-hedging derivatives and translation gains and losses on underlying instruments in economic hedging relationships.

2006 reported statutory profit before taxation for the year increased by 26.8% to £626.7 million with profit attributable to equity
shareholders increasing by 31.2% to £394.5 million. COn the same basis return on equity was 23.5% (2005 - 19.3%} and the return on
mean risk weighted assets 1.38% (2005 - 1.22%).

Based upon 2006 underlying results and the 2005 underlying results, profit before taxation increased by 16.5% to £587.7 million with
profit attributable to equity shareholders increasing by 19.1% to £367.0 million. On the same basis return on equity was 21.9%
(2005 - 20.8%) and the return on mean risk weighted assets 1.28% (2005 ~ 1.26%).

TOTAL INCOME AND INTEREST MARCIN AND SPREAD
The following table reconciles net interest income and total income on a reported statutory and underlying basis (excluding hedge
ineffectiveness) for 2006 and 2005.

Statutory  Underlying Statutory  Underlying

2006 2006 2005 2005

£m £m fm £m

Net interest income 8491 823.0 752.3 706.8

Other income 152.8 152.8 129.0 129.0
Net hedge ineffectiveness and other unrealised fair value gains and losses 14.9 (56.4)

Total income 1,016.8 975.8 8249 835.8

Total income: mean total assets 1.11% 1.08% 1.12% 1.15%

Total income: mean risk weighted assets 3.56% 3.42% 3.34% 3%

Interest margin 0.96% 0.93% 1.03% 0.97%

Interest spread 0.80% 0.77% 0.87% 0.81%

Note: Interest margin has been calculated by reference to averaga interest earning assets excluding, fair value adjustments. Average balances have been calculated an a manthly basis.
Interest spread represents the difference between interest receivable as a % of average interest earning assets, excluding fair value adjustments, and interest payable as a % of

average interest bearing liabilities, excluding fair value adjustments,

For the purpose of calculating interest margin and spread, average balances for assets and liabilities denominated in foreign currencies,
where these have been economically hedged, are based on the contract rate implicit in the associated hedging instrument.

On a statutory basis, total income in 2006 amounted to £1,016.8 million, representing an increase of 23.3% over statutory total income in
2005. On this basis the ratio of total income to mean total assets at 1.11% compares with the 2005 ratio of 1.12%. Total income as a
proportion of mean risk weighted assets at 3.56% compares with the 2005 ratio of 3.34%.

On an underlying basis total income in 2006 amounted to £975.8 million, representing an increase of 16.8% over underlying total income
in 2005. On this basis, the ratio of total income to underlying mean total assets at 1.08% compares with the 2005 ratio of 1.15%. Total
income as a proportion of mean risk weighted assets at 3.42% compares with the 2005 ratio of 3.41%.

Statutory interest margin at 0.96% and statutory interest spread 0.80% compares with the 2005 ratios of 1.03% and 0.87% respectively.

On an underlying basis net interest margin was 0.93% and net interest spread 0.77%, compared with 0.97% and 0.81% in 2005. The
majority of this reduction was seen in the first half of 2006 when margin and spread were 0.89% and 0.75%. During 2006, 3 month Libor
was on average 21bps higher than Bank Base Rate with the gap 14bps in the first half increasing to 28bps in the second half, which
together with the additional costs in 2006 of the Whinstone transactions resulted in a negative drag on net interest income. These negative
effects were partially offset by the benefit of funding received from the issue of Preference Shares in 2006 (with no offsetting interest
expense) and gains realised on available for sale assets. Excluding these effects, retail spreads on our core business remained relatively stable
during 2006.
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Other income primarily comprises commissions and administration fees. Commissions are generated on sales of third party products such as
building and contents and payment protection insurance. Administration fees are those fees not included within interest margin. Gther
income also includes a charge in respect of a provision of £15 million which was absorbed by the additional gains realised on available for
sale assets in total income. This provision has been made in relation to compensation in respect of Mortgage Exit Administration Fees

charged over and above original contractual amounts. These fees have been the subject of an industry wide review by the FSA.

HEDGE INEFFECTIVENESS

All derivatives entered into by Northern Rock are recorded on the balance sheet at full fair value with any fair value movements being taken
to the income statement. Where effective hedge relationships can be established, the movement in the fair value of the derivative instrument
is offset in full or in part by opposite movements in the fair value of the underlying instrument being hedged. Any ineffectiveness arising
from different movements in fair value will offset over time and does not form part of operational performance and is excluded from
underlying results in that accounting period. In addition, Northern Rock enters into certain derivative contracts, which although efficient
economically, cannot be included in effective hedge accounting relationships. Consequently, although the implicit interest cost of the
underlying instrument and associated derivative are included in net interest income in the income statement, fair value movements of future
cashflows excluding interest flows on such derivatives are recorded in “Net hedge ineffectiveness and other unrealised fair value gains and
losses™ on the face of the income statement and are excluded from underlying results as these fair value adjustments are not realised in the
current accounting period. The same treatment also applies to the revaluation at each balance sheet date of economically hedged foreign

currency liabilities.

The over-riding abjective of the presentation of underlying results is to show the underlying interest income / expense of hedged

instruments and to exclude future fair value adjustments from current performance measurement.

In 2006, the income statement shows “Net hedge ineffectiveness and other unrealised fair value gains and losses” as a positive figure of
£14.9 million {2005 negative £56.4 million}. This increases to £41.0 million after the cost of interest implicit in forward exchange
contracts is transferred to underlying net interest income (2005 negative £10.9 million).

OPERATING EXPENSES
(excluding the covenant to The Northern Rock Foundation)

2006 2005

£m £m

Staff costs 162.0 144.5
Other expenses §5.2 81.6
Depreciation and amortisation 30.3 23.3
Total operating expenses 277.5 249.4

Total operating expenses amounted to £277.5 million, representing an increase of 11.3% (2005 - £249.4 million). This increase is below
the minimum of the target range for cost growth of one half to two thirds of underlying asset growth (i.e. 12.0% given the increase in
underlying assets of 23.9% over the year) and well below the rise in underlying total income of 16.8%. This resulted in an underlying cost
to asset ratio of 0.31% (2005 - 0.34%} and an underlying cost to income ratio of 28.4% (2005 - 29.8%).

We expect to see continued improvements in cost ratios in 2007 whilst maintaining our investment particularly in premises, to provide

capacity and in systems to drive further efficiency gains in our operations.

EMPLOYEES
Northern Rock values its reputation as a caring employer and seeks to attract and retain high calibre employees. Opportunities for training
are given a high priority to ensure that all individuals can cantribute to their own career development. This approach extends itself to the

fair treatment of peaple with disabilities in relation to their recruitment, training and development.

Northern Rock has in place a number of share-based plans under which employees may acquire Ordinary shares in the Company. These plans
form an integral part of our strategy to provide appropriate reward and retention strategies for employees, to encourage employees to tdentify
with the interests of shareholders by investing some of their own funds in Northern Rock, and to recruit, motivate and retain employees.
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Details of share schemes which are available to Executive Directors and certain senior executives are included within the Directors’
Remuneration Report on pages 18 to 29. In addition to these schemes, the Company operates the following all employee schemes:

+  The Sharesave Scheme — a savings related option scheme available to all employees
* The Employee Share Option Scheme ~ under which options may be granted to substantially all employees

*  The Share Incentive Plan — a scheme under which the maximum value of free shares awarded to employees cannot exceed £3,000 per

year. The value of share awards under this scheme is dependent on the Group’s profits.

Details of employee involvement in these schemes and the year to which they relate are shown below:

Number of shares /

Number of employees options granted to

joining the scheme % of eligible employees employees

2006 2005 2006 2005 2006 2005

Sharesave Schemes 1,964 1.671 3% 29% 664,833 808,621
Employee Share Option Schemes 5,630 4,463 95% 81% 1,407,500 4,463,000
Share Incentive Plan 3,120 2.504 54% 49% 201,544 223,989

CREDIT QUALITY AND LOAN LOSS IMPAIRMENT
The arrears position of each of our main personal lending portfolios based upon numbers of accounts three months or more in arrears is

set out in the table below. Comparison with the half year position is provided to demonstrate the continued strong credit performance of

our loans.
Residential Together Standalone Together CML
Secured Unsecured Unsecured Residential
Average
31 December 2006 0.42% 0.84% 1.09% 0.85% 0.89%
30 June 2006 0.45% 0.95% 1.08% 0.97% 0.96%
31 December 2005 0.39% 0.84% 0.98% 0.84% 0.97%

Source: Northern Rock and Council of Mortgage Lenders.

Residential accounts three months or more in arrears at 0.42% remained well below half the CML residential average of 0.83% at

31 December 2006 (31 December 2005 — 0.97%) and below the equivalent figure of 0.45% at the half year. The “together” secured
three months plus arrears have improved during the second half to be 0.84% at the year end from 0.95% at the half year (31 December
2005 - 0.84%) and remain below the CML average for residential lending. Residential Buy to Let arrears on the same basis were 0.53%
(31 December 2005 - 0.39%) compared with the CML residential buy to let average at 31 December 2006 of 0.59%, confirming the
quality of this portfolio.

At 31 December 2006, properties in possession totalled 662, representing 0.09% of all accounts compared with 628 (0.09%) at the half
year and 576 (0.09%) at the end of 2005. This increase is in line with our policy of rapid movement towards recovery where it is clear the

borrower is unwilling to maintain payments and where we have higher risk.

Standalone personal unsecured loan arrears remain significantly better than industry average, due to our policy of attracting high quality
lending and use of our bespoke scorecard to avoid lower quality lending. At 31 December 2006, three months plus arrears were 1.09%,
reflecting our strong credit arrears management and tightening of our application score cut offs. This should reduce our exposure to risk of
loss from over indebted customers and customers with a propensity to resort to IVA orders and personal bankruptcy. “Together” unsecured

arrears have improved along with “together” secured arrears to 0.85% from 0.97% at the half year.

At 31 December 2006, only 7 of our total commercial foans (0.31% of accounts) with balances outstanding of £20.5 million were three
months or more in arrears compared with 10 accounts (0.42%) with outstanding balances of £5.8 million at 31 December 2005.

The 2006 charge for loan loss impairment amounted to £81.2 million (2005 - £56.6 million) representing 0.10% of mean advances to
customers (2005 — 0.09%). The second half charge of £36.7 million remained below the first half charge of £44.5 million.
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Loan loss impairment provisions and coverage at the year end are set out in the following table:

Residential Commercial Unsecured Total
2006
Impairment provision £m 26.2 7.4 92.4 126.0
% share of closing balances 0.03% 0.47% 1.25% 0.15%
2005
impairment provision £m 32.5 4.7 87 124.3
% share of closing balances 0.05% 0.31% 1.48% 0.18%

The combination of high quality lending, low interest rates, low arrears and low average LTV of the portfolio have continued to contain the
levels of loan loss impairment provisions required for residential mortgages. Provisions for the commercial secured lending portfolio are

consistent with portfolio performance and economic conditions for this sector.

The growth in loan loss impairment provision balances against our personal unsecured credit portfolios reflects growth in balances and the
maturing nature of the portfolios, as well as the quality of the loan books. As a result, total loan loss impairment provision balances for
these portfolios were £32.4 million (31 December 2005 - £87.1 million) with total cover of 1.25% (31 December 2005 — 1.48%).

TAXATION
The effective tax rate in 2006 was 29.3% (2005 - 29.3%). We continue to anticipate, with a corporation tax rate of 30%, that the
ongoing effective tax rate will trend towards 30.0% in the next few years.

%o
Standard corporation tax rate for 2006 30.0
Effect of non-deductible items 0.1
Adjustment to prior year tax provisions (0.8}
Effective tax rate 29.3

DIVIDENDS

For 2006, the total dividend is proposed at 36.2p per share representing an increase of 20.3% compared with the total dividend of 30.1p
per share for 2005. This growth of 20.3% compares with an increase of 19.1% in underlying attributable profits. The proposed final
dividend is 25.3p per share payable on 25 May 2007 to shareholders on the register on 27 April 2007.

As the anticipated benefits of Basle Il start to become realised our dividend policy will be reviewed, with the expectation that dividend

growth will exceed underlying profit growth, increasing returns to shareholders.

CAPITAL

At 31 December 2006, total capital amounted to £3,588 million resulting in a total capital ratio of 11.6%, comfortably above regulatory
and internal requirements. Tier 1 capital was £2,610 million and the Tier 1 ratio 8.5%. The equivalent ratios at 31 December 2005 were
12.3% and 7.7 % respectively.

Tier 1 capital and total capital were enhanced by the issue on 29 June 2006 of £400 million (£397 million net of issue costs) of perpetual
non-cumulative callable Preference Shares. Dividends on these shares are discretionary and subject to Board approval will ke first paid on

4 July 2007 and then annually thereafter at a rate of 6.8509%. The issue supports the future growth of lending as well as improving the
mix of our capital base.

We continue to work with the FSA in relation to the adoption of our Basle Il systems and are planning for the roll out of our approaches for
each of our main credit portfolios during the first half of 2007, following completion of the approval process with the FSA. This will result in
adoption of Basle Il ahead of the majority of the banking sector. As a low risk lender we continue to anticipate significant reductions in risk
weighted assets under Basle Il. The regulatory capital savings that will derive from these reductions will be partly offset by Pillar Il
requirements. We are currently finalising our capital plans which are to be subject to FSA review early in the second quarter. We continue to

expect Basle Il to result in a reduction in our regulatory capital requirement compared with Basle .
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The table below analyses Northern Rock’s capital resources at 31 December 2006 and 2005:

2006 2005
fm £m

Tier 1
Called up share capital
Ordinary 123.9 123.9
Preference 0.1 -
Share premium account
Ordinary 6.8 6.8
Preference 396.4 -
Capital redemption reserve 7.3 7.3
Retained earnings 1,641.6 1,426.5
Pension scheme 15.2 231
Reserve capital instruments 299.3 2993
Tier one notes 209.4 223.9
Coodwill and intangible assets (90.4) (78.2)
Total Tier 1 capital 2,609.6 2,032.6
Upper Tier 2
Perpetual subordinated debt 736.5 736.5
Collectively assessed impairment allowances 116.8 119.0
Total Upper Tier 2 capital 853.3 855.5
Lower Tier 2
Term subordinated debt 762.4 785.3
Total Tier 2 capital 1,615.7 1,640.8
Deductions {637.6) (449.8)
Total capital 3,587.7 3.223.6
Risk weighted assets 30,826.5 26,295.9
Tier 1 ratio 8.5% 7.7%

Total capita! 11.6% 12.3%




RISK MANACGEMENT
GOVERNANCE FRAMEWORK

Details of Northern Rock’s Corporate Governance framework are included within the Corporate Governance Report on pages 13 to 17 and
sets out the roles of Board and Risk Committee.

The Board establishes the parameters for risk appetite for the Group through:

* Sefting strategic direction.

¢ Contributing to, and ultimately approving the annual operational plan.

¢ Regularly reviewing and monitoring the Group’s performance in relation to risk through monthly Board reports.

The Board delegates the articulation of risk appetite to Management Board Asset and Liability Committee (“Management Board™) and
ensures that this is in line with the strategy and the desired risk reward trade off for the Group. Risk appetite is assessed against regular
{often daily) controls and stress testing to ensure that the limits are not compromised in abnormal circumstances. Risk appetite is usually
defined in both quantitative and qualitative terms. Whilst different techniques are used to ensure that the Group's risk appetite is achieved,
they can be classified as follows:

¢ Quantitative; encompassing stress testing, risk concentration, credit related metrics, including the probability of default, loss given
default and exposure at default.

» Qualitative: focuses on ensuring that the Group applies the correct principles, policies and procedures.

The annual business planning and performance management process and associated activities ensure the expression of risk appetite

remains appropriate.

The Director of Risk works with management to identify and assess the key risk exposures of existing and new business activities, and assists
business functions to formulate and implement appropriate risk management policies, methodologies and infrastructure. Each business area
is responsible for the identification and quantification of their particular risk exposures and implementing risk management policies and

procedures agreed by the Board.
The principal risks the Group manages are as follows:

¢ Credit risk: the risk arising from the possibility that the Group will incur losses from the failure of customers and counterparties to meet

their obligations.
*  Liquidity risk: the risk that the Group is unable to meet its obligations as they fall due.
+ Operational risk: Operational risk is defined as the risk arising from the Group's people, processes, systems and assets.

*  Market risk: the risk that changes in the level of interest rates, the rate of exchange between currencies or the price of securities or other

financial contracts, including derivatives, will have an adverse impact on the results of operations or financial condition of the Group.

The Group's approach to managing each of these is set out below.

CREDIT RISK
The objective of credit risk management is to enable the Group to achieve sustainable and superior risk versus reward performance whilst

maintaining credit risk exposure in line with approved risk appetite,

Credit risk is the risk of loss if another party fails to meet its financial obligations to the Group, including failing to perform them in a timely
manner. Credit risk occurs mainly in the Group’s loans and investment assets, and in derivative contracts. Good credit risk management is

essential to ensure that the Group's cost advantage is not undermined by poor quality loans.
Credit Approval Process

Retail
Different credit approval processes exist for each customer type in order to ensure appropriate skills and resources are employed in credit
assessment and approval whilst following the key principles relating to credit approval.
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RISK MANAGEMENT (continued)

The customer loan risk management process incorporates sophisticated credit scoring systems to assess the credit risk associated with
residential mortgage loans and unsecured loans, at both individual transaction and portfolio levels, together with the use of operational
limits, credit authorisation procedures and credit control and review. Credit risk is assessed both at the point of granting a loan, and also
throughout the life of the loan. We further control credit risk by reviewing several key factors in managing the portfolio to ensure prudent

lending. This helps to manage the quality of the portfolio as it grows. These factors include:
*  Emphasis on next time buyers and remaortgage customers relative to first time buyers

In our experience, customers who have proven mortgage repayment records offer a lower level of risk. Of gross new residential mortgage
lending in 2006, 44% (2005 - 39%) was to next time buyers and 32% (2005 - 37%) was to remortgage customers.

¢ loan size

Our policy matches maximum LTV ratios with permissible property values. Loans up to £300.000 attract a maximum 1TV of 95%,
whereas loans over £300,000 attract a maximum of 90%. In 2006, only 5.1% (2005 - 3.4%) of residentia!l mortgage loans were in
excess of £500,000.

*  Geographical spread

Distribution channels for new residential mortgage lending are designed to avoid excessive reliance on any one geographical region.
*  Size of loan relative to the value of the property

Qur current policy is for at least 65% of new residential mortgage lending in any one year to have LTVs of 30% or lower.
*  Probability of Default (“PD"} and Loss Given Default (“LGD")

PD and LGD limits have been established for our lending portfolios to ensure that the percentage of exposures falling into the highest
risk bands is limited.

Treasury

within the Group Treasury function, the overall policy is to minimise credit risk through the use of operational credit limits, credit
authorisation and credit control and review. Credit limits authorised by Executive Management are established for specified counterparties,
and are continually monitored to ensure that actual exposures do not exceed authorised levels. These limits are based on a number of
factors including external and internal ratings and capital of Northern Rock. Group limits have been incorporated to ensure that Northern
Rock does not exceed its exposure to either a single counterparty or group of closely-related counterparties. Country limits have been
incorporated to ensure that Nerthern Rock does not exceed its exposure in a geographical region. Master netting agreements are in place
with all derivative counterparties. In addition most of the exposures created by derivatives are mitigated through the use of collateral
agreements negotiated with derivative counterparties. Other techniques (including margining, credit breaks, compounding, termination and
credit derivatives) are used periodically to mitigate the credit risk associated with particular transactions or group of transactions.

Credit Risk Models

Credit risk models are used throughout the Group to support the analytical elements of the credit risk management framework, in
particular the quantitative risk assessment part of the credit approval process, ongoing credit monitoring as well as portfolic level analysis

and reporting.
Credit risk models used by the Group can be broadly grouped into two categories.

*  PD/customer credit grade — these models assess the probability that a customer will fail to make full and timely repayment of credit
obligations over a time horizon. Each customer is assigned a score which corresponds to prebability of default. There are a number of
different credit grading models in use across the Group, each of which considers particular customer characteristics. The credit grading

models use a combination of quantitative inputs, such as recent financial performance, credit bureau data and customer behaviour.

+ LGD - these models estimate the expected loss that may be suffered by the Group on a credit facility in the event of default. The
Group’s LGD models take into account the type of borrower and any security held.

Credit Risk Modelling Governance

Management Board has delegated the day to day governance of credit models to the Retail Credit Risk Approval Group and Treasury Credit
Risk Approval Group. These Groups are responsible for:

+ Establishing high level standards to which all credit risk models across the Group must adhere.




RISK MANAGEMENT {continued)
* Approving all credit risk models prior to implementation and reviewing existing models on at least an annual basis.

» Developing credit risk models appropriate for the types of borrower and obtaining approval from Management Board for
their implementation.

* Validating the models on at least an annual basis and submitting documentation of these validations to Management Board with

appropriate recommendations on recalibration, where applicable.

* Obtaining approval from Management Board for any new methodology or parameter estimates used in existing credit risk models prior

to implementation.

LIQUIDITY RISK

Liquidity risk arises from the mismatch in the cashflows generated from current and expected assets, liabilities and derivatives. The Group’s
liquidity palicy is to ensure that it is able to meet retail withdrawals, repay wholesale funds as they fall due, and meet current lending
requirements. It also ensures that it meets FSA liquidity rules, which require the Group to be able to meet its sterling obligations without
recourse to the wholesale money markets for a period of at least five business days.

To ensure that it meets these requirements, the Group has approved a Liquidity and Treasury Assets Policy Statement, compliance with
which enables it to meet both the requirements of the FSA and internal policy requirements. This is achieved by managing a diversified
portfolio of high quality liquid assets, and a balanced maturity portfolio of wholesale and retail funds. Longer term funds are raised through
the Group's Medium-Term Note programmes. The Board reviews the Policy Statement annually, and on a more frequent basis if any

significant changes are proposed or required.

As well as approving the types of liquid asset that may be bought, the Liquidity and Treasury Assets Policy Statement sets out approved
operational limits and establishes operational guidelines for managing the Group’s liquidity risk. The Treasury Director monitors liquidity on
a daily basis, using daily cashflow liquidity and sterling stock liquidity reports, together with daily movement reports, portfolio analyses and
maturity profiles. The Board receives monthly liquidity reports analysing the liquid assets and showing the percentages of assets held in
each asset type.

OPERATIONAL RISK

Operational risk is the risk of opportunities foregone, reputational damage or financial losses, resulting from inadequacies or failures in
internal processes, people or systems, or from external events. The three main categories of operational risk losses are direct financial losses,
indirect losses due to impairment of the Group’s reputation, and potential earnings foregone because of the lack of operational ability to

process business.

The key components of operational risk are systems and processes, technology, customers, external events and relationships, people,

reconciliation and accounting, new activities and legal and compliance.

To minimise operational risk, the Group has implemented a Risk Policy and an Operational Risk Policy. Management Board directors and
senior line managers are primarily responsible for ensuring effective operational risk management exists within their areas — in particular, the
setting of tolerances, monitoring and reporting of operational risks. Where appropriate, Northern Rock establishes suitable cost-effective

processes to mitigate or transfer operational risk exposures.

Operational risks are controlled and managed on a decentralised basis, with responsibility and authority to mitigate these risks delegated to
the relevant line management. Northern Rock’s support functions provide corporate policies, processes and reporting mechanisms as

appropriate to the “front line” functions for the range of operational risks faced.

MARKET RISK

Market risk is the risk that changes in the fevel of interest rates, the rate of exchange between currencies or the price of securities or other
financial contracts, including derivatives, will have an adverse impact on the results of operations or financial condition of the Group. The
principal market risks to which we are exposed are interest rate risk and foreign exchange {currency) risk. The principal financial instruments

that expose us to such risks are loans, depaosits, securities and derivatives, none of which are used for trading purposes.

To manage our exposure to market risk, the Board has adopted a Balance Sheet Structural Risk Management and Hedging Policy Statement.
This sets out our policy for managing balance sheet market risk, and the use of derivatives in achieving this. It enables the Board to assess,
monitor and manage the current and expected interest rate risk, credit risk and currency risk in the balance sheet in line with the Group's

overall risk policies.
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Interest Rate Risk

The Group offers numerous banking, mortgage and savings products with varying interest rate features and maturities which create potential
interest rate risk exposures. Interest rate risk arises as a result of timing differences on the re-pricing of assets and liabilities, unexpected
changes in the slope and shape of yield curves and changes in correlation of interest rates between different financial instruments (often
referred to as basis risk). In addition to interest rate risk positions managed within controlled risk: limits within the Group, structural interast
rate risk arises in the Group’s consolidated balance sheet as a result of fixed rate, variable rate and non interest bearing assets and liabilities.
The Group closely menitors interest rate movements, the interest rate and re-pricing maturity structure of its interest bearing assets and

liabilities and the level of non-interest bearing assets and liabilities.

Interest rate sensitivity refers to the relationship between interest rates and net interest income resulting from the periodic re-pricing of
assets and liabilities. Northern Rock also offers fixed rate residential mortgages and savings products on which the interest rate paid by or to
the customer is fixed for an agreed pericd of time at the start of the contract. Northern Rock matches the expected maturity profiles of its
interest earning assets and interest bearing liabilities through the use of derivatives. The risk of prepayment is additionally reduced by

imposing charges if the customers terminate their contracts early.

The Group uses a number of measures to monitor and control interest rate risk and sensitivity. One such measure evaluates the difference in
principal value between assets and liabilities repricing in various gap periods. Risk weights are assigned to each gap period which reftect
potential losses for a given change in rates, and based on these a capital allocation is calculated for each period. The risk is contralled

through setting maximum overall capital allocations, and individual capital allocations for each gap period.

A second control used measures earnings at risk from unmatched positions in fixed rate lending. The Group imposes a limit on the value of

such earnings that may be at risk, based upon various scenarios of adverse interest rate changes.

The sensitivity of earnings to changes in interest rates is measured by comparing forecast net interest income over a 12 month period under
two interest rate scenarios, a 1% parallel increase and decrease in all yield curves, Forecasts are based on measuring the sensitivity of net
interest income for all on-balance sheet and derivative instruments while maintaining a consistent balance sheet size and structure
throughout the simulation period. Forecasts include the effect on net interest income of those instruments which have embedded
optionality. Forecasts also include other simplifying assumptions, such as no management action in response to a change in interest rates.
An immediate hypothetical 1% parallel increase and decrease in all yield curves on 31 December 2006 would result in a decrease of
£118.9m (2005 £32.4m) and an increase of £113.6m (2005 £28.4m), respectively, in planned net interest income for the twelve months
to 31 December 2007,

Currency Risk
Currency risk arises as a result of the Group having assets, liabilities and derivative items that are denominated in currencies other than

sterling as a result of normal banking activities, including wholesale funding.

In addition to raising funds through sterling money markets, capital markets and the domestic retail savings market, the Group raises funds
through issuing non-sterling denominated commercial paper, certificates of deposit, medium-term debt securities {inctuding securitised
notes and covered bends) and retail funds. The most significant currencies in which we have transactions are US dollars and the Euro.

The Group’s pelicy is to mitigate fully any exchange rate exposures by using cross currency swaps and forward foreign exchange contracts,
or to match exposures with assets denominated in the same currency. Consequently, the sensitivity of income to changes in foreign
exchange rates is insignificant.

Use of Derivatives
The Board has authorised the use of derivative instruments for the purpose of supporting the strategic and operational business activities
of the Group and reducing the risk of loss arising from changes in interest rates and exchange rates. All use of derivative instruments within

the Group is to hedge economic risk exposure, and the Group takes no trading positions in derivatives.

The Group uses a number of derivative instruments to reduce interest rate risk and currency risk. These include interest rate swaps, interest
rate options, forward rate agreements, interest rate and bond futures, currency swaps and forward foreign exchange contracts. The objective,
when using any derivative instrument, is to ensure that the risk to reward profite of any transaction is optimised. Where either a balance
sheet derivative instrument or an alternative balance sheet asset or liability could be used for a specific purpose, or where more than one
derivative instrument could be used, the Group will select the instrument that optimises the following conditions:

* minimise capital utilisation;

*  maximise income or minimise cost;

*  maximise liquidity;




RISK MANAGEMENT (continued)

* minimise administrative and accounting complexity; and

* minimise the Group's tax liability.

The benefits of using derivative instruments are measured by examining the anticipated consequences of not hedging the perceived risk in

terms of revenue or capital loss. The vast majority of the Group’s derivatives activity is contracted with banks and other financial

institutions.

Analysis of Activities and Related Derivative Instrument

The following table sets out activities undertaken by the Group and the related risks associated with such activities, and provides details of

the types of derivatives used in economically managing such risks.

Activity

Risk

Type of Derivative

Management of the return on variable

rate assets

Fixed-rate lending

Fixed-rate retail and wholesale funding
Fixed-rate asset investments

Re-financing of wholesale funding

Investment in foreign currency assets

Issuance of bonds in foreign currencies

Interest earned on foreign curvency
denominated debt securities

Reduced profitability due to falls in
short-term interest rates

Sensitivity to increases in interest rates

Sensitivity to decreases in medium/
long-term interest rates, resulting in

prepayment
Sensitivity to falls in short-term interest rates
Sensitivity to increase in interest rates

Sensitivity to increase in interest rates

Sensitivity to strengthening of sterling

against other currencies

Sensitivity to weakening of sterling

against other currencies

Sensitivity to strengthening of sterling
against other currencies

Receive fixed interest rate swaps

Purchase interest rate options
Sell forward rate agreements
Purchase interest rate futures
Pay fixed interest rate swaps

Purchase interest rate caps

Impose early repayment penalty charges
Receive fixed interest rate swaps

Pay fixed interest rate swaps

Sell bond futures

Purchase forward rate agreements

Sell interest rate futures

Cross-currency swaps
Foreign currency funding

Cross-currency Swaps

Forward foreign exchange contracts
Purchase currency options

Due to the specific requirements of IAS 39 to obtain hedge accounting, not all economic hedges are designated as accounting hedges,

either because natural accounting offsets are expected or because obtaining hedge accounting would be especially onerous.

a) Fair Value Hedges

The Group designates a number of derivatives as fair value hedges. In particular the Group has three approaches establishing

relationships for:

i) Hedging the interest rate and foreign currency exchange rate risk of non-prepayable, foreign currency denominated fixed rate assets

or liabilities on a one-for-one basis with fixed/floating or floating/fixed cross currency interest rate swaps.

ii) Hedging the interest rate risk of a single currency portfolio of sterling, US Dollar and Euro non-prepayable fixed rate assets/liabilities

on a one-for-one basis with vanilla fixed/floating or floating/fixed interest rate swaps.

iii) Hedging the interest rate risk of a portfolio of prepayable fixed rate assets with interest rate derivatives. This solution is used to

establish a macro fair value hedge for derivatives hedging fixed rate mortgages. The Group believes this solution is the most

appropriate as it is consistent with its policy for hedging fixed rate mortgages on an economic basis.
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The total fair value of derivatives included within fair value hedges at 31 December 2006 was £315.9m.
b} Cash Flow Hedges

At present the Group does not designate any derivatives as cash flow hedges.

c) Net Investment Hedges

At present the Group does not designate any derivatives as net investment hedges.

SOCIAL RESPONSIBILITY — THE NORTHERN ROCK FOUNDATION

Northern Rack donates 5% of pre tax profit to The Northern Rock Foundation under a deed of covenant. Such donations are used to
support community and charitable causes in the North East of England and Cumbria. The covenant from 2006 profits amounts to
£31.4million {2005 - £.24.7 million), resulting in approximately £175 million having been donated since its inception in 1997 as an
integral part of Northern Rock’s conversion to a plc.

OUTLOCK

We expect UK gross residential lending in 2007 to be a little higher than 2006 at around £360 billion, underpinned by a stable housing
market and sustained remortgage activity. Economic conditions will remain fundamentally supportive, with interest rates remaining low
compared with the long term UK average. The independence of the Bank of England continues to be a key economic factor. Mortgage
volumes will also be supported by continued demand for buy to let lending and by customers reorganising their finances away from more

expensive unsecured debt.

Qur focus on customer retention, with planned improvements to retaining home moving customers means that our volume targets can be

achieved without significant increases in our share of gross mortgage lending from new customers.

We have been a top three lender by flow of business over the last few years; over the medium term we also aim to be a top three mortgage

lender by share of stock.

Credit quality remains key to Northern Rock’s business, which will remain dominated by good quality prime residential mortgages. Where
necessary we have tightened our credit risk appetite and improved our assessment of customer affordability which, together with continued

focus on arrears management, should result in future credit loss charges moving in line with our growth in lending.

We re-confirm our strategic asset and underlying attributable profit to all shareholders’ growth target of 20% +/- 5% with both moving
towards the middle of the range. We have increased our strategic return on equity target range 10 20% - 25% and have started to reflect
the likely Basle Il outcome by increasing dividend growth ahead of underlying profit growth.




DIRECTORS’ REPORT AND ACCOUNTS FOR THE YEAR ENDED 31 DECEMBER 2006

ROCK GOLF

The Rock Golf tournament is the world's largest
junior pro-am tournament. Qur annual sponsorship is
part of our grassroots support for sport in the North East.

55




56

The Directars are pleased to present their
report and the audited financial statements
for the year ended 31 December 2006.

PRINCIPAL ACTIVITIES

The principal activities of the group are
discussed in the Operating and Business
Review on pages 34 to 54,

REVIEW OF BUSINESS, FUTURE
DEVELOPMENTS, PRINCIPAL RISKS AND
UNCERTAINTIES

A review of the business, future developments,
principal risks and uncertainties is given in the
Operating and Business Review.

DIVIDENDS

Details of dividends paid and proposed in
respect of the year ended 31 December
2006 are included in note 13 to the

accounts.

TANGIBLE FIXED ASSETS

Land and buildings, which are included in
the balance sheet at cost less accumulated
depreciation, amounted to £101.4 million
at 31 December 2006. In the Directors’
opinion, based on valuations carried out by
the Group's qualified chartered surveyors,
the total market value of these assets was
not significantly different.

Details of changes to tangible fixed assets
are included in note 24 to the accounts.

POST BALANCE SHEET EVENTS

On 24 January 2007, the Croup issued a
further £6.1 billion of securitised notes,
secured against loans and advances on
residential properties, from the Granite
Master Issuer programme.

The Directors are of the opinion that there
have been no other significant events which
have occurred since 1 January 2007 to the
date of this report that are likely to have a
material effect on the Group's financial
position as disclosed in these accounts,

DIRECTORS

The current composition of the Board of
Directors together with brief biographical
details of each Director is shown on page
12. With the exception of the Directors
noted below, all Directors have served on
the Board throughout the year ended

31 December 2006.

Sir George Russell retired from the Board on
25 April 2006. Mr RF Bennett retired from
the Board on 31 January 2007. Mr DA
Jones was appointed to the Board as Group
Finance Director on 1 February 2007.

Mr DA Jones, having been appointed since
the last Annual General Meeting, retires at
the Annual Ceneral Meeting and offers
himself for election. Details of the service
contract for Mr DA Jones are set out on
pages 22 and 23.

Ms N Pease, Mr NAH Fenwick,

Mr KM Currie and Mr AM Kuipers retire by
rotation at the Annual General Meeting
and, being eligible, offer themselves for
re-election. Details of the service contracts
for Mr KM Currie and Mr AM Kuipers are
set out on pages 22 and 23. There are no
service contracts in respect of the other
Directors seeking re-election.

The interests of Directors in the shares of
the Company at 31 December 2006 and
27 February 2007 are set out on page 29.

SHARES
The authorised and issued share capital are
set out in note 34 to the accounts.

At the Annual General Meeting on 25 April
2006, a resolution was passed giving the
Company the authority to make market
purchases of Crdinary Sharesupto a
maximum of 10% of the issued share capital.
A further resolution was passed providing
for the Company to enter into a contingent
purchase contract with The Northern Rock
Foundation to repurchase Foundation Shares
in the same proportion and at the same
price as the Ordinary Shares repurchased.
These authorities expire at the Annual
General Meeting in 2007 when a resolution
will be proposed for their renewal.

SUBSTANTIAL SHAREHOLDINGS

As at 27 February 2007, the following
netifiable interests in the Company’s Ordinary
Shares had been reported to the Company:

Baillie Gifford & Co 6.9%
Bank of America Corporation 31%
Lazard Asset Management LLC Group 3.0%
Legal & General Group plc 35%
Lloyds TSB Group plc 5.8%

CREDITOR PAYMENT POLICY

The Company's policy with regard to the
payment of suppliers is to negotiate and
agree terms and conditions with all its
suppliers, which include the giving of an
undertaking to pay suppliers within an
agreed payment period.

The average creditor payment period at
31 December 2006 was 29 days
{2005 32 days).

EMPLOYEES

Employee communications are vital to the
success of the Company, and good staff
relations are a key part of management
responsibility at all levels. Employee
consultation takes place with the national
committee of AMICUS. The Company also
issues a bi-monthly staff magazine and

weekly news bulletins,

The Company is committed to equal
employment opportunities for everyone,
and treats applicants for work solely on
their ability to do the job.

Details of employees’ participation within
share schemes in the year are included
within the Operating and Business Review.

CHARITABLE CONTRIBUTIONS
Details of charitable contributions relating
to 2006 are included in the Operating and

Business Review.

AUDITORS AND DISCLOSURE OF
INFORMATION TO AUDITORS

So far as every Director is aware, there is no
relevant information needed in preparation
of their report of which the auditers are not
aware. Each Director has taken the steps
that they need to take as a Director to
make themselves aware of any relevant audit
information and to establish that the
auditors are also aware of that information.

The auditors, PricewaterhouseCoopers LLP,
have indicated their willingness to continue
in office and a resolution to reappoint
them will be proposed at the Annual
General Meeting.

By order of the Board

C Taylor, Company Secretary
27 February 2007




We have audited the Group and parent
Company financial statements (the “financiat
statements”) of Northern Rock plc for the
year ended 31 December 2006 which
comprise the Consolidated Income
Statement, the Consolidated Balance Sheet,
the Company Balance Sheet, the
Consolidated Statement of Total Recognised
Income and Expense, the Company
Statement of Total Recogrised Income and
Expense, the Consolidated Cash Flow
Statement, the Company Cash Flow
Statement and the related notes. These
financial statements have been prepared
under the accounting policies set out therein.
We have also audited the information in the
Directors’ Remuneration Report that is
described as having been audited.

RESPECTIVE RESPONSIBILITIES OF
DIRECTORS AND AUDITORS

The Directors’ responsibilities for preparing
the Annual Report, the Directors’
Remuneration Report and the financial
statements in accordance with applicabte
law and Internaticnal Financial Reporting
Standards (IFRSs) as adopted by the
European Unjon are set out in the
Statement of Directors’ Responsibilities.

Our responsibility is to audit the financial
statements and the part of the Directors’
Remuneration Report to be audited in
accordance with relevant legal and regulatory
requirements and International Standards on
Auditing (UK and Ireland). This report,
including the opinion, has been prepared for
and only for the Company's members as a
body in accordance with Section 235 of the
Companies Act 1985 and for no other
purpose. We do not, in giving this opinion,
accept or assume responsibility for any other
purpase or to any other person to whom this
report is shown or into whose hands it may
come save where expressly agreed by our

prior consent in writing.

We report to you our opinion as to whether
the financial statements give a true and fair
view and whether the financial statements
and the part of the Directors’ Remuneration
Report to be audited have been properly
prepared in accordance with the Companies
Act 1985 and, as regards the Group
financial statements, Article 4 of the 1AS
Regulation. We also report to you whether
in our opinion the information given in the

Directors’ Report is consistent with the
financial statements. The information given
in the Directors’ Report includes that
specific information presented in the
Operating and Business Review that is cross
referred from the Business Review section of
the Directors’ Report.

In addition we report to you if, in our
opinion, the Company has not kept proper
accounting records, if we have not received
all the information and explanations we
require for our audit, or if information
specified by law regarding Directors’
remuneration and other transactions is

not disclosed.

We review whether the Corporate
Governance Statement reflects the
Company’s compliance with the nine
provisions of the Combined Code (2003)
specified for our review by the Listing Rules
of the Financial Services Authority, and we
report if it does not. We are not required
to consider whether the Board's statements
on internal control cover all risks and
controls, or form an opinion on the
effectiveness of the Group's corporate
governance procedures or its risk and

control procedures.

We read other information contained in the
Annual Report and consider whether it is
consistent with the audited financia!
statements. The other information
comprises only the Chairman’s Statement,
the Chief Executive’s Report, the Corporate
Governance Statement, the unaudited part
of the Directors’ Remuneration Report, the
Operating and Business Review and the
Directors’ Report. We consider the
implications for our report if we become
aware of any apparent misstatements or
material inconsistencies with the financial
statements. Our responsibilities do not
extend to any other information.

BASIS OF AUDIT OPINION

We conducted our audit in accordance with
International Standards on Auditing (UK and
Ireland) issued by the Auditing Practices
Board. An audit includes examination, on a
test basis, of evidence relevant to the
amounts and disclosures in the financial
statements and the part of the Directors’
Remuneration Report to be audited. lt also

includes an assessment of the significant

estimates and judgements made by the
Directors in the preparation of the financial
statements, and of whether the accounting
policies are appropriate to the Group's and
Company's circumstancaes, consistently
applied and adequately disclosed.

We planned and performed our audit so as
to obtain all the information and
explanations which we considered necessary
in order to provide us with sufficient
evidence to give reasonable assurance that
the financial statements and the part of the
Directors’ Remuneration Report to be
audited are free from material misstatement,
whether caused by fraud or other irregularity
or error. In forming our opinion we also
evaluated the overall adequacy of the
presentation of information in the financial
statements and the part of the Directors’
Remuneration Report to be audited.

OPINION

In our opinion:

+ the Group financial statements give a
true and fair view, in accordance with
IFRSs as adopted by the European Union,
of the state of the Group’s affairs as at
31 December 2006 and of its profit and
cash flows for the year then ended;

*» the parent Company financial statements
give a true and fair view, in accordance
with IFRSs as adopted by the European
Union as applied in accordance with the
provisions of the Companies Act 1985,
of the state of the parent Company's
affairs as at 31 December 2006 and
cash flows far the year then ended;

* the financial statements and the part of
the Directors’ Remuneration Report to
be audited have been properly prepared
in accordance with the Companies Act
1985 and, as regards the Group
financial statements, Article 4 of the IAS
Regulation; and

» the information given in the Directors’
Report is consistent with the financial
statements.

PricewaterhouseCoopers LLP
Chartered Accountants and
Registered Auditors
Newcastle upon Tyne

27 February 2007

PRICEWATERHOUSE(COPERS ¥
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Note 2006 2005
£m £m
Interest and similar income 3 4,972.3 4,056.7
Interest expense and similar charges 4 (4,123.2) (3,304.4)
Net interest income 849.1 7523
Fee and commission income 193.2 157.0
Fee and commission expense (42.9) (28.9)
Other operating income 2.5 0.9
152.8 1200
Net hedge ineffectiveness and other unrealised fair value gains and losses 9 14,9 {56.4)
Total income 1,016.8 8249
Administrative expenses 5 (247.2) {226.1}
Depreciation and amortisation (30.3) (23.3)
Covenant to The Northern Rock Foundation (31.4) (24.7)
Operating expenses (308.9) (274.1)
Impairment losses on foans and advances 8 (81.2) {56.6)
Profit before taxation 626.7 494.2
Income tax expense 1 {183.7) [144.9)
Profit for the year 443.0 3493
Attributable to:
Appropriations 32,33 48.5 486
Profit attributable to equity shareholders 394.5 300.7
Total profit attributable to equity holders of parent company 443.0 3493
Earnings per share
Basic earnings per share 14 94.6p 72.5p
Diluted eamings per share 14 93.8p 72.0p

Details of dividends are set out in note 13.
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Note 2006 2005
Assets £m im
Cash and balances with central banks 15 956.0 69.2
Derivative financial instruments 16 871.3 1,4498
Loans and advances to banks 17 56213 50738
Loans and advances to customers 18 86,685.1 70,076.1
Fair value adjustments of portfolic hedging {323.4) 1638
Investment securities 21 6,630.4 5377
Intangible assets 23 20.4 78.2
Property, plant and equipment 24 1971 180.6
Deferred income tax asset 25 59.5 57.5
Other assets 37.6 529
Prepayments and accrued income 185.3 129.5
Total assets 101,010.6 82,7085
Liabilities
Deposits by banks 26 2,136.2 1,536.8
Customer accounts 27 26,867.6 23,6726
Derivative financial instruments 16 2,392.5 846.1
Debt securities in issue
Securitised notes 19 40,225.7 31,156.4
Covered bonds 20 6,201.8 3,8304
Other 28 17,866.8 17,147.8
Other liabitities 122.6 938
Current taxaticon liabilities 73.6 433
Accruals and deferred income 29 919.7 7063
Retirement benefit obligations 7 N7 54.4
Subordinated liabilities 30 762.4 7853
Tier one notes 31 209.4 2239
97,800.0 80,0971
Equity
Shareholders’ funds
Called up share capital
Ordinary 34 123.9 1239
Preference 34 0.1 -
Share premium account
Ordinary 35 6.8 68
Preference 35 396.4 -
Capital redemption reserve 35 7.3 7.3
Other reserves 35 (1.3) 1.1
Retained earnings 36 1,641.6 1,426.5
Total equity attributable to equity shareholders 21748 15756
Non shareholders’ funds
Reserve capital instruments 32 299.3 2993
Subordinated notes 33 736.5 736.5
Total non shareholders' funds 1,035.8 1,0358
Total equity 3,210.6 26114
Total equity and liabilities 101,010.6 82,708.5
The notes on pages 67 to 102 form an integral part of these accounts.
Approved by the Board on 27 February 2007 and signed on its behalf by:
Dr MW Ridley A ] Applegarth D A Jones
Chairman Chief Executive Group Finance Director
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Note 2006 2005
Assets £m £m
Cash and balances with central banks 15 956.0 69.2
Derivative financial instruments 16 791.2 769.9
Loans and advances to banks 17 5,206.8 4,628.7
Loans and advances to customers 18 87,302.7 70,648.7
Fair value adjustments of portfolio hedging (323.4) 163.8
Investment securities 21 6,399.9 5.099.4
Shares in Group undertakings 2 85.0 118.5
intangible assets 23 59.7 47.5
Property, plant and equipment 24 185.4 168.3
Deferred income tax asset 25 89.5 93.0
Other assets 133.9 98.1
Prepayments and accrued income 211.2 185.4
Total assets 101,097.9 B2,090.5
Liabilities
Deposits by banks 26 4,281.5 3,541.0
Customer accounts 27 66,614.0 52,880.5
Derivative financial instruments 16 1,059.9 400.5
Debt securities in issue
Covered bonds 20 6,201.8 3,8304
Other 28 17,866.8 17,1478
Other liabilities 2361 158.4
Current taxation liabilities 735 420
Accruals and deferred income 29 683.8 5453
Retirerment benefit obligations 7 21.7 54.4
Subordinated liabilities 30 762.4 785.3
Tier one notes 3 209.4 2239
98,010.9 79,609.5
Equity
Shareholders’ funds
Called up share capital
Ordinary 34 1239 1239
Preference 34 01 -
Share premium account
Ordinary 35 6.8 6.8
Preference 35 396.4 -
Capital redemption reserve 35 7.3 73
Other reserves 35 {2.3) (7.0}
Retained earnings 36 1,519.0 1,314.2
Total equity attributable to equity shareholders 2,051.2 1,445.2
Non shareholders’ funds
Resaerve capital instrurments 32 299.3 2993
Subordinated notes 33 736.5 7365
Total non shareholders’ funds 1,035.8 1,035.8
Total equity 3,087.0 2,481.0
Total equity and liabilities 101,097.9 82,090.5
The notes on pages 67 to 102 form an integral part of these accounts.
Approved by the Board on 27 February 2007 and signed on its behalf by:
Dr MW Ridley A ) Applegarth D A Jones
Chairman Chief Executive Group Finance Director
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Called up Share Capital Total Non
share premium  redemption Other Retained shareholders’ shareholders’ Total
capital account reserve reserves earnings funds funds equity
Note £m £m fm £m £m £m £m £m
Net movement in available for sale reserve 35 - - - (38.1) - (38.1) - (38.1)
Actuarial gains and losses 36 - - - - (16.5) (16.5) - (16.5)
Tax effects of the above - - - 10.8 49 15.7 - 157
Total of items recognised directly in equity - - - (27.3) (11.6) (38.9) - (38.9)
Profit for the year - - - - 3945 3945 48.5 443.0
Total recognised income and expense
for the year - - - (27.3} 3829 355.6 48.5 404.1
Note - reconciliation of movements in equity
Total - as above - - - (27.3} 3829 3556 48.5 404.1
Issue of preference shares 0.1 3964 - - - 396.5 - 3965
Dividends 13 - - - - {132.3) (1323} - (132.3)
Appropriations - - - - - - - {48.5) (48.5)
Movement in own shares 36 - - - - {20.6) (20.6) - (20.6)
Reclassification of other reserves - - - 14.9 {14.9) - - -
Balance at 31 December 2005 1239 6.8 7.3 11 1,426.5 1,575.6 1,0358 26114
Balance at 31 December 2006 124.0 403.2 7.3 {1.3) 1,641.6 2,174.8 1,035.8 3,210.6
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Called up Share Capital Total Non
share premium redemption Other Retained shareholders’ shareholders’ Total
capital account reserve reserves <arnings funds funds equity
Note £Em £m £m £m £m £m £m £m
Net movement in available for sale reserve - - - (2.2) - 2.2) - (2.2
Net change in cash flow hedges - - - (12.5) - {12.5) - {12.5)
Actuarial gains and losses ' - - - (18.5) - (18.5) - {18.5)
Tax effects of the above - - - 105 - 105 - 10.5
Total of items recognised directly in equity - - - [22.7) - {22.7} - {22.7)
Profit for the year - - - - 300.7 300.7 48.6 349.3
Total recognised income and expense
for the year - - - {22.7) 300.7 278.0 48.6 326.6
Adoption of IAS 32 and IAS 39 -
fair value adjustments 42 - - - 358 {179.7) (143.9) - (143.9)
Total - - - 139 121.0 1341 48.6 182.7
Note - reconciliation of movements in equity
Total - as above - - - 13 121.0 134.1 48.6 182.7
Adoption of IAS 32 and |AS5 39 -
debt/equity reclassifications 42 - - - - - - 1,035.8 10358
Dividends 13 - - - - (113.8) (113.8) - (113.8}
Appropriations - - - - - - (48.6) (48.6)
Movement in own shares 36 - - - - 17.7 17.7 - 17.7
Balance at 31 December 2004 1239 6.8 73 (2.0} 14016 1,537.6 - 15376
Balance at 31 December 2005 123.9 6.B 7.3 1.1 1,426.5 1,575.6 1,035.8 2,611.4
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Called up Share Capital Total Non
share premium  redemption Other Retained shareholders’ shareholders’ Total
capital account reserve reserves eamings funds funds equity
Note £Em £Em £m £m £m £m £m £m
Net movement in available for sale reserve 35 - - - (14.6) - {14.6} - {14.6)
Actuarial gains and losses 36 - - - - {16.5) (16.5} - {16.5)
Tax effects of the above - - - 4.4 49 93 - 9.3
Total of items recognised directly in equity - - - (10.2) (11.6} (21.8) - (21.8)
Profit for the year - - - - 384.2 384.2 48.5 4327
Total recagnised income and expense
for the year - - - {10.2) 1726 362.4 48.5 410.9
Note - reconciliation of movements in equity
Total - as above - - - {10.2) 726 362.4 48.5 4109
Issue of preference shares 0.1 396.4 - - - 396.5 - 396.5
Dividends 13 - - - - (132.3) (132.3) - (132.3)
Appropriations - - - - - - (48.5) (48.5)
Movement in own shares 36 - - - - {20.6} {20.6) - (20.6)
Reclassification of other reserves - - - 14.9 (14.9} - - -
Balance at 31 December 2005 1239 68 73 7.0) 1,314,2 1,445.2 10358 24810
Balance at 31 December 2006 124.0 403.2 7.3 (2.3} 1,519.0 2,051.2 1,035.8 3,087.0
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Called up Share Capital Total Non
share premium  redemption Other Retained shareholders’ shareholders” Total
capital account reserve reserves warnings funds funds equity
Note £fm £m £Em £m £m £m £m £m
Net movement in available for sale reserve - - - (21.1) - {21.1) - {21.1)
Net change in cash flow hedges - - - {12.5) - (12.5) - {12.5)
Actuarial gains and losses - - - (18.9) - (18.5) - (18.5)
Tax effects of the above - - - 15.7 - 15.7 - 15.7
Total of items recognised directly in equity - - - {36.4) - (36.4) - (36.4}
Profit for the year - - - - 346.2 346.2 486 3948
Total recognised income and expense
for the year (36.4) 346.2 309.8 48.6 358.4
Adoption of IAS 32 and 1AS 39 - fair value
adjustments - - - 34 (176.5) (145.1) - (145.1)
Total - - - {5.0) 169.7 164.7 48.6 213.3
Note - reconciliation of movements in equity
Total - as above - - - (5.0) 169.7 164.7 48.6 213.3
Adoption of IAS 32 and IAS 39 -
debt/equity reclassifications - - - - - - 1,035.8 1,035.8
Dividends 13 - - - - (113.9) (113.9) - (113.9}
Appropriations - - - - - - {48.6) {48.6)
Movement in own shares 36 - - - - 17.7 177 - 17.7
Balance at 31 December 2004 1239 6.8 73 (2.0 1,240.7 1,376.7 - 1,376.7
Balance at 31 December 2005 123.9 6.8 7.3 (7.0) 1,314.2 1,445.2 1,035.8 2,481.0
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2006 2005
Net cash inflow from operating activities £m fm
Profit before taxation 626.7 4542
Adjustéd for:
Depreciation and amortisation 303 233
Impairment losses on loans and advances to customers 81.2 56.6
Income taxes paid (114.2) (109.8)
Cther non cash movements 185.0 (303.9)
Net cash inflow frorm operating profits before changes in operating assets and liabilities 809.0 160.4
Changes in operating assets and liabilities
Met increase in deposits held for regulatory or monetary control purposes (22.6) (2.0)
Net increase in loans and advances {17,005.0) (14,540.9)
Net decrease/{increase) in derivative financial instruments receivable 578.5 (1,449.8}
Net (increase)/decrease in other assets (40.5) 5713
Net increase in debt securities in issue 12,455.5 13,2704
Net increase in deposits from other banks 599.4 335.2
Net increase in amounts due to customers 3,195.2 3,286.7
Net increase in derivative financial instruments payable 1,546.4 846.1
Net increase/(decrease) in other liabilities 28.8 (36.0)
Net increase in accruals and deferred income 213.4 49.7
Net cash inflow from operating activities 2,358.1 2,4916
Net cash outflow from investing activities
Net investment in intangible assets and property, plant and equipment (59.0} {38.5)
Purchase of securities {3,605.1) (6,465.0)
Proceeds from sale and redemption of securities 2,157.7 6,108.4

(1,506.4) {395.1)

Net cash inflow/{outflow) from financing activities
Issue of preference shares 396.5 -
Equity dividends paid (132.3) (113.8)
Appropriations (including tax of £20.8 million, 2005 £20.8 million) (69.3) {69.4)

194.9 {183.2)
Net increase in cash and cash equivalents 1,046.6 1,913.3
Opening cash and cash equivalents 5271 3,357.8
Closing cash and cash equivalents 6,312.7 52711
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2006 2005
Net cash inflow from operating activities £m £m
Profit before taxation 614.1 5535
Adjusted for:
Depreciation and amortisation 29.7 20
Impairment losses on loans and advances to customers 81.0 58.3
Incorne taxes paid 112.0 (109.2)
Other non cash movements 254.5 (711.1)
Net cash inflow/{outflow) from operating profits before changes in operating assets and liabilities 867.3 (187.5)
Changes in operating assets and liabilities
Net increase in deposits held for regulatory or monetary control purposes {22.6) 2.0)
Net increase in loans and advances (17,049.8) (14,769.5)
Net increase in derivative financial instruments receivable {21.3} (769.9)
Net (increasel/decrease in other assets {28.1) 8293
Net increase in debt securities in issue 3,340.0 4,203.9
Net increase in deposits from other banks 740.6 473.4
Net increase in amounts due to customers 13,733.7 11,946.7
Net increase in derivative financial instruments payable 659.4 400.5
Net increase in other liabilities 7.7 49.1
Net increase in accruals and deferred income 138.5 04
Net cash inflow from operating activities 2,435.4 2,1744
Net cash outflow from investing activities
Net investment in intangible assets and property, plant and equipment (59.0} {54.1)
Purchase of securities {3,504.1) 6,364.0)
Proceeds from sale and redemption of securities 2,010.0 5,985.2
(1,553.1) {432.9)
Net cash inflow/{outflow) from financing activities
Issue of preference shares 396.5 -
Equity dividends paid (132.3) {113.9)
Appropriations (including tax of £20.8 million, 2005 £20.8 million) (69.3) (69.4)
194.9 {183.3)
Net increase in cash and cash equivalents 1,077.2 1,558.2
Opening cash and cash equivalents 4,826.0 3,2678
5,903.2 4,826.0

Closing cash and cash equivalents
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Principal accounting policies

Accounting convention

These financial statements have been prepared in accordance with EU endorsed International Financial Reporting Standards (“IFRS, IFRIC interpretations and
with those parts of the Companies Act 1985 applicable to companies reporting under IFRS. The financial statements have been prepared under the historical
cost convention as modified by the revaluation of available for sale investments, financial assets and liabilities held at fair value. A summary of the more important
group accounting policies is set out below.The preparation of financial statements in conformity with generally accepted accounting principles requires the use
of estimates and assumptions that affect the reported amounts of assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Although these estimates are based on management’s best knowledge of the amount, event or actions,
actual results ultimately may differ from those estimates.

The Directors consider the business to comprise one operating and geographical segment due to the similarity of risks faced within its UK based residential,
commercial and unsecured lending portfolios.

Basis of consolidation

The financial information of the Group incorporates the assets, liabilities, and results of Northern Rack ple and its subsidiary undertakings (including Special
Purpose Entities). Entities are regarded as subsidiaries where the Group has the power to govern financial and operating policies so as to obtain benefits from
their activities. nter-company transactions and balances are eliminated upon consolidation.

The purchase method of accounting is used to account for the purchase of subsidiaries which are held at cost.

Interest income and expense
Interest income and expense are recognised in the income statement for all instruments measured at amortised cost using the effective interest methad.

The effective interest method calculates the amortised cost of a financial asset or a financial liability, and allocates the interest income or interest expense over
the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts or payments through the expected life of the
financial instrurnent or, when appropriate, a shorter period to the net carrying amount of the financial asset or financial liability, When calculating the effective
interest rate, the Group estimates cash flows considering all contractual terms of the financial instrument {for example prepayment options) but does not
consider future credit losses. The calculation includes all amounts received or paid by the Group that are an integral part of the overall return, direct incremental
transaction costs refated to the acquisition or issue of a financial instrument and all other premiums and discounts.

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss, interest income is recognised using the rate
of interest used to discount the future cash flows for the purpose of measuring the impairment loss,

Fees and commissions

Where they are not included in the effective interest calculation, fees and commissions are generally recognised on an accruals basis when the service has been
provided. Loan commitment fees for loans that are likely to be drawn down are deferred (together with related incremental direct costs) and recognised as an
adjustment to the effective interest rate on the loan. Insurance commissions are recognised in the period in which they are earned.

Financial instruments

Financial assets can be classified In the following categories:loans and receivables, available for sale, held to maturity or financial assets at fair value through profit
and loss. Management determines the classification of its investments at initial recognition. The Group measures all of its financial liabilities at amortised cost,
other than those instruments which have been designated as part of a hedging relationship (see below). All regular way trades are accounted for on a trade
date basis.

i) Loans and receivables and financial liabilities at amortised cost
The Group's loans and advances to banks and customers are classified as loans and receivables. Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active market, whose recoverability is based solely on the credit risk of the customer and where
the Group has no intention of trading the loan. Both loans and receivables and financial liabilities are initially recognised at fair value including direct and
incremental transaction costs. Subsequent recognition is at amortised cost using the effective interest method.

i) Available for saie financial assets
Available for sale financial assets are non-derivative financial assets, principally but not exclusively investment securities intended to be held for an indefinite
pericd of time which may be sold in response to needs for liquidity or changes in interest rates, exchange rates or equity prices, They are Initially measured
at fair value including direct and incremental transaction costs. Subsequent measurement is at fair value, with changes in fair value being recognised in
equity except for impairment losses and translation differences, which are recognised in the income statement. Upon derecognition of the asset, or where
there is objective evidence that the investment security is impaired, the cumulative gains and losses recognised in equity are removed from equity and
recycled to the income statement.

iii) Held to maturity financial assets
Held to maturity financial assets are non-derivative financial assets with fixed or determinable payments that the Group has the ability and intention to hold
to maturity. They are initially measured at fair value including direct and incremental transaction costs. Subsequent measurement is at amortised cost using
the effective interest method. No financial assets were classified as held to maturity during either 2005 or 2006,

iv} Financial assets at fair value through profit or loss
A financial asset is classified in this category if it is so designated by management on initial recognition. Derivatives are held at fair value through profit or
loss unless they are designated as cash flow hedges. The assets are initially measured at fair value, with transaction costs taken directly to the income
statement. Subsequent measurement is at fair value, with changes in fair value included directly in the income statement,

The fair values of quoted investments in active markets are based on current bid prices. if the market for a financial asset is not active (and for unlisted
securities), the Group establishes fair value using valuation techniques. These include the use of recent arm’s length transactions, discounted cash flow
analysis, option pricing models and other valuation techniques commonly used by market participants.

Offsetting financial instruments
Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable right to offset the recognised
amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

Derivative financial instruments and hedge accounting
The Group undertakes transactions in derivative financial instruments, which include cross currency swaps, interest rate swaps, equity swaps, interest rate caps,
forward rate agreements, options, foreign exchange contracts and similar instruments, for non-trading purposes.

The Group’s derivative activities are entered into for the purpose of matching or eliminating risk from potential movements in interest and foreign exchange
rates inherent in the Group's assets, liabilities and positions. All derivative transactions are for economic hedging purposes and so it is therefore decided at the
outset which position the derivative will be hedging. Derivatives are reviewed regularly for their effectiveness as hedges and corrective action taken, if
appropriate, Derivatives are measured initially at fair value and subsequently remeasured to fair vatue. Fair values are obtained from quoted market prices in
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Principal accounting policies (continued)

active markets and where these are not available from valuation techniques including discounted cash flow models and option pricing models, Where derivatives
are not designated as part of a hedging relatienship, changes in fair value are recorded in the income statement. Where derivatives are designated within
hedging relationships, the treatment of the fair value changes depends on the nature of the hedging relationship as explained below,

Hedge accounting is used for derivatives designated in this way provided certain criterla are met, The Group documents at inception of the hedge relationship
the link between the hedging instrument and the hedged item as well as its risk management objective and strategy for undertaking various hedge transactions.
The Group also documents its assessment both at hedge inception and an an ongaing basis of whether the derivatives used in hedging transactions are highly
effective in offsetting changes in the fair vatues or cash flows of hedged items.

i)  Cash flow hedges
A cash flow hedge is used to hedge exposures to variability in cash flows, such as variable rate financial assets and liabilities. The effective portion of changes
in the derivative fair value is recognised in equity, and recycled ta the income statement in the periods when the hedged item will affect profit and loss. The
fair value gain or loss relating to the ineffective partion is recognised immediately in the income statement. No cash flow hedging relationships were
designated during either 2005 or 2006.

i) Fair value hedges
A fair value hedge is used to hedge exposures to variability in the fair value of financial assets and liabilities, such as fixed rate loans. Changes in fair value of
derivatives that are designated and qualify as fair value hedges are recorded in the incame statement, together with any changes in the fair value of the
hedged asset or liability that are attributable to the hedged risk. If the hedge no longer meets the criteria for hedge accounting, the adjustment to the
carrying amount of the hedged item is amortised to the income statement over the period to maturity.

If derivatives are not designated as hedges then changes in fair values are recognised immediately in the income statement.

itiy Embedded derivatives
Certain derivatives are embedded within other non-derivative host instruments to create a hybrid instrument. Where the economic characteristics and risks
of the embedded derivatives are not closely related to the economic characteristics and risk of the host insttument, and where the hybrid instrument is not
measured at fair value, the Group separates the embedded derivative from the host instrument and measures it at fair value with the changes in fair value
recognised in the income statement,

Sale and repurchase agreements

Securities sold subject to repurchase agreements (‘repos’} are reclassified in the financial statements as assets pledged when the transferee has the right by
cantract or custom to sell or repledge the collateral; the counterparty liability is included in amounts due to other banks, deposits from banks, other depaosits or
deposits due to customers, as appropriate. Securities purchased under agreements to resell, (reverse repoy’), are recorded as loans and advances to banks or
customers as appropriate, The difference between sale and repurchase price Is treated as interest and accrued over the life of the agreements using the effective
interest method. Securities lent to counterparties are also retained in the financial statements.

Securities borrowed are not recognised in the financial statements, unless these are sold to third parties, in which case the obligation to return them is recorded
at fair value as a trading liability.

Impairment losses

The Group assesses its financial assets or groups of financial assets for objective evidence of impairment at each balance sheet date. An impairment loss is
recognised if, and only if, there is a loss event {or events) that has occurred after initial recognition and before the balance sheet date and has a reliably
measurable impact on the estimated future cash flows of the financial assets or groups of financial assets.

it  Assets held at amortised cost

The Group first assesses whether objective evidence of impairment exists individually for financiat assets that are individually significant, and individually or
collectively for financial assets that are not individually significant. Objective evidence that a financial asset is impaired includes observable data that comes
to the attention of the Group about the following loss events:

a) significant financial difficulty of the issuer or obligor;
b) a breach of contract, such as a default or delinquency in interest or principal repayments;

¢ the Yender, for economic or legal reasons relating to the borrower’s financial difficulty, granting to the borrower a concession that the lender would not
otherwise consider;

d) it becomes probable that the borrower will enter bankruptcy or other financial reorganisation;
e) the disappearance of an active market for that financial asset because of financial difficulties; or

f) observable data indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of assets since the initial recognition
of those assets, although the decrease cannot yet be identified with the individual financial assets in the portfolio, including:

i. adverse changes in the payment status of borrowers in the portfolio;
ii. national or local economic conditions that correlate with defaults on the assets in the portfolio.

If the Group determines that no objective evidence of impairment exists for an individually assessed financial asset, whether significant or not, it
includes the asset in a group of financial assets with similar credit risk characteristics and collectively assesses them for impairment. Assets that are
individually assessed and for which an impairment loss is or continues to be recognised are not included in a collective assessment of impairment.

If there is objective evidence that an impairment loss on loans and receivables has been incurred, the amount of the loss is measured as the difference
between the asset’s carrying amount and the present value of the estimated future cash flows (excluding future credit losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. The carrying amount of the asset is reduced through the use of an impairment
allowance and the amount of the loss is recognised in the income statement. In future periods the unwind of the discount is recognised within
interest income,

When a loan is uncollectible, it is written off against the related provision for loan impairment. Such leans are written off after all the necessary
procedures have been completed and the amount of the loss has been determined. Subsequent recoveries of amounts previously written off decrease
the amount of the provision for loan impairment in the income statement,

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event occurring after the

impairment was recognised {such as an improvement in the customer’s credit rating), the previously recognised impairment loss is reversed by
adjusting the impairment allowance. The amount of the reversal is recognised in the income statement.
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Principal accounting policies (continued)

liy  Available for sale financial assets

For available for sale financial assets, the Group assesses at each balance sheet date whether there is objective evidence that a financial asset, or group of
financial assets are impaired. The amount of the loss is measured as the difference between the asset’s acquisition cost less principal repayments and
amortisation and the current fair value. The rate used to discount the cash flows is the original effective rate on the available for sale financial asset. The
amount of the impairment loss is recognised in the income statement. This includes cumulative gains and losses previously recognised in equity which are
recycled from equity to the income statement.

Derecognition of financial assets and tabilities

Derecognition is the point at which the Group removes an asset or liability from its balance sheet. The Group's policy is to derecognise financial assets onty when
the contractual right to the cash flows from the financial asset expires. The Group also derecognises financial assets that it transfers to another party provided
the transfer of the asset also transfers the right to receive the cash flows of the financial asset. Where the transfer does not result in the Group transferring the
right to receive the cash flows of the financial assets, but it does result in the Group assuming a corresponding obligation to pay the cash flows to another
recipient, the financial assets are alsc accordingly derecognised.

The Group derecognises financial liabilities only when the obligation specified in the contract is discharged, cancelled or has expired.

Securitisation transactions
Certain Group companies have issued debt securities in order to finance specific loans and advances to customers. Both the debt securities in issue and the loans
and advances to customers remain on the Group balance sheet within the appropriate balance sheet headings unless:

i) afully proportional share of all or of specifically identified cash flows have been transferred to the holders of the debt securities, in which case that
proportion of the assets are derecognised;

i) substantially all the risks and rewards associated with the assets have been transferred, in which case the assets are fully derecognised; or
it} if a significant proportion of the risks and rewards have been transferred, the assets are recognised only to the extent of the Group’s continuing involvement,

Debt and equity securities in issue

Issued securities are classified as liabilities where the contractual arrangements result in the Group having an obligation to deliver either cash or another financial
asset to the security holder, or to exchange financial instruments under conditions that are potentially unfavourable to the Group.ssued securities are classified
as equity where they meet the definition of equity and confer a residual interest in the Group’s assets on the holder of the securities.

Financial liabilities are carried at amortised cost using the effective interest rate (see “interest income and expense”). Equity instruments are initially recognised
at net proceeds, after deducting transaction costs and any related income tax. Appropriations to holders of equity securities are deducted from equity, net of any
related income tax, as they become irrevocably due to the holders of the securities.

Foreign currency translation
The Group's financial statements are presented in sterling, which is the functional currency of the parent company. ltems included in the financial statements of
each of the Group's entities are measured using their functional currency, which is the currency of the primary economic environment in which they operate.

Foreign currency transactions are translated into functional currency using the exchange rates prevailing at the dates of the transactions. Monetary items
denominated in foreign currencies are translated at the rate prevailing at the balance sheet date. Foreign exchange gains and losses resulting from the
restatement and settlement of such transactions are recognised in the income statement. Non-monetary items measured at amortised cost and denominated
in foreign currencies are translated at the exchange rate at the date of the transaction. Non-monetary items measured at fair value are translated at the exchange
rate at the date of valuation.Where these are held at fair value through profit and loss, exchange differences are reported as part of the fair value gain or loss.

Share-based payments

Share-based payments are accounted for on a fair value basis. The Group measures the fair value of the Long Term Incentive Plan ("LTIP™} using a Monte Carlo
simufation model and the fair value of the Save-As-You-Earn scheme and all other share based payment schemes using a Black-Scholes aption pricing model.
The fair value is calculated at grant date and is recognised in the income statement over the relevant vesting pericd and adjusted for forfeftures, with the number
of shares expected to be forfeited estimated at each balance sheet date prior to the vesting date. The impact of any revisions to estimates is reflected in the
Income statement, with the corresponding adjustment recognised in equity. The only exception is where the share-based payment has vesting outcomes
attached to market based performance conditions such as in the case of the LTIPs, Under these circumstances, the Monte Carlo simulation model takes into
account these market based performance conditions which effectively estimate the number of shares expected to vest. No subsequent adjustment is then made
to the fair value charge for shares that do not vest in the event that these performance conditions are not met,

In accordance with the transitional provisions of IFRS — 2 Share-based Payment, the Group has only applied the requirements of the standard to equity settled
share-based payments granted after 7 November 2002.

Intangible assets

) Goodwill
Goodwill arising on the acquisition of subsidiary companies, which is represented by the excess of fair value of the purchase consideration over the fair value
of the assets acquired, is capitalised and shown as an asset in the balance sheet, It is reviewed for impairment annually. Any impairment is recognised
immediately in the income statement and Is not subsequently reversed.

Goodwill arising on acquisitions before the date of transition to IFRS has been retained at the previous UK GAAP amount, having been tested for impairment
at 31 December 2003.

iiy Computer software
Costs incurred in acquiring and developing computer software for internal use are capitalised as intangible assets where the software leads to the creation
of an identifiable non-monetary asset and it is probable that the expected future economic benefits that are attributable to the asset will flow to the Group
from its use for a period of over one year. The software is classified as an intangible asset where it is not an integral part of the related hardware and
amortised over its estimated useful life which is generally 3 to 5 years.

Costs associated with maintaining software are expensed as they are incurred.

Cash and cash equivalents
For the purposes of the cashflow statement, cash and cash equivalents comprise balances with less than three months’ maturity from the date of acquisition,
including cash and non-restricted balances with central banks.
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Principal accounting policies (continued)

Taxation

Income tax payable on taxable profits (‘current tax’) based on the applicable tax law in each jurisdiction is recognised as an expense in the period in which the
profits arise. Income tax recoverable on tax allowances is recognised as an asset only to the extent that it is regarded as recoverable by offset against current or
future taxable profits. )

Deferred income tax is provided in full, using the liability method, on temporary differences arising between tax bases of assets and liabilities and their carrying
amounts in the consolidated financial statements. Deferred tax is determined using tax rates and laws that have been enacted or substantially enacted by the
balance sheet date and are expected to apply when the deferred tax asset is realised or the deferred tax liability is settled.

However deferred tax is not accounted for if it arises from the initial recognition of an asset or liability in a transaction other than a business combination that at
the time of the transaction affects neither the tax profit nor the accounting profit.

Deferred tax is provided on temporary differences arising from investments in subsidiaries, except where the timing of the reversal of the temporary difference
is controlled by the Group and it is probable that the difference will not reverse in the foreseeable future.

Deferred and current tax is charged or credited in the income statement, except when it relates to items charged or credited directly to equity, in which case the
deferred or current tax is also dealt with in equity.

Deferred and current tax assets and liabilities are only offset when they arise in the same reporting tax group and where there is both a legal right of offset and
the intention to settle on a net basis or to realise the asset and settle the liability simultaneously.

Pensions and employee benefits

The Company operates the Northern Rock Pension Scheme (the “Scheme”) to provide retirement henefits for staff. Staff who joined the Scheme before 1 July
1999 participate in the funded, contracted out, defined benefit section of the scheme unless they opt out. Other staff, including those employed at 1 July 1992
but not members of the defined benefit section of the Scheme at that date, together with staff employed from 1 July 1999, participate in the defined contribution
section of the scheme unless they opt out. The assets of both sections of the Scheme are held in a trustee-administered fund separate from the assets of Northern
Rock plc.

A full actuarial valuation of the Group's defined benefit section of the scheme is undertaken every three years with interim reviews in the intervening years; these
valuations are updated to 31 December each year by qualified independent actuaries. For the purpose of these annual updates, scheme assets are included at
their fair value and scheme liabilities are measured on an actuarial basis using the projected unit credit method. Liabilities in the defined benefit section of the
scheme are discounted using rates equivalent to the market yields at the balance sheet date on high quality corporate bonds that are denominated in the
currency in which the benefits will be paid, and that have terms to maturity approximating to the terms of the related pension liability. The resulting net surplus
or deficit is included in the Group's balance sheet. Surpluses are only recognised to the extent that they are recoverable through reduced contributions in the
future or through refunds from the scheme,

The Group's income statement includes the current service cost of providing pension benefits, the expected return on the scheme’s assets, net of administration
costs, and the interest cost on the scheme's liabilities. Cumulative actuarial gains and losses arising from experience adjustments and changes in actuarial
assurnptions are recognised immediately through the Statement of Recognised Income and Expense.

Past service costs are recognised immediately in the income statement, unless the changes to the Scheme are conditional on the employees remaining in service
for a specified period of time (the vesting periad). In this case, the past-service costs are amortised on a straight line basis aver the average vesting period.

For defined contribution plans, the Company has no further payment obligations once the contributions have been paid. The contributions are recognised as an
employee benefit expense when they are due. Prepaid contributions are recognised as an asset 1o the extent that a cash refund or a reduction in the future
payments is available,

Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and provision for impairment, as appropriate. Additions and subsequent
expenditure are included in the asset’s carrying value or are recognised as a separate asset only when they improve the expected future economic benefits to
be derived from the asset. All other repairs and maintenance are charged to the income statement in the period in which they are incurred.

Depreciation is provided using the straight line method to allocate costs less residual values over estimated useful lives, as follows:

Freehold property 100 years
Leasehold property Unexpired period of the lease
Plant, equipment, fixtures and fittings
- plamt 30 years
- furniture 10 years
- other 5 years
Computer eguipment
-PCs 3 years
- other 5 years
Motor vehicles 4 years

Assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

Where the cost of freehold land can be identified separately from buildings, the land value is not depreciated. Fixed assets are subject to impairment testing, if
deemed appropriate,

Assets in the course of construction are not depreciated until they have been completed and transferred to the appropriate category of property, plant and
equipment. The costs of financing assets in the course of construction are not included in the costs of the assets.

Leases

Operating lease payments are charged to the income statement on a straight line basis unless a different systematic basis is more appropriate. Where an
operating lease is terminated before the lease period has expired, any payment required to be made to the lessor in compensation is charged to the income
statement in the period in which termination is made.

Share capital
i) Share issue costs
Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds.

i) Dividends on shares
Dividends on shares are recognised in equity in the period in which they are approved by the Company’s shareholders or paid.
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iiiy Treasury shares
Where any Group company purchases the Company’s equity share capital, the consideration paid is deducted from total shareholders’ equity as treasury
shares until they are cancelled. Where such shares are subsequently sold or reissued, any consideration received is included in shareholders’ equity.

Amendments to published standards and interpretations effective 1 January 2006
The application of the amendments and interpretations listed below did not result in substantial changes to the Group's accounting policies:

JIAS 19 amendment - Actuarial Gains and Losses, Group Plans and Disclosures (adopted early on 1 January 2005)
I1AS 21 amendment - Net Investment in a Foreign Operation

IAS 39 amendment - Cash Flow Hedge Accounting of Forecast Intragroup Transactions

I1AS 39 amendment - The Fair Value Option

1AS 39 and IFRS 4 amendment - Financia! Guarantee Contracts

IFRIC 4, Determining Whether an Arrangement Contains a Lease

IFRIC 6, Liabilities Arising from Participating in a Specific Market — Waste Electrical and Electronic Equipment

tAS 19 amendment introduced the option to recognise all actuarial gains and losses immediately in the Statement of Recognised Income and Expense, and also
introduced new disclosure requirements. The Group has chosen to take the option introduced by this amendment.

I1AS 39 amendment - The Fair Value Option introduced specific criteria for the adoption of the fair value option. The Group has chosen to designate certain assets
as held at fair value under this option during 2006,

Early adoption of standards
The Group has not early adopted any standards or interpretations during 2006,

Standards, interpretations and amendments to published standards that are not yet effective
Certain new standards, amendments and interpretations to existing standards have been published that are relevant and mandatory for the Group's accounting
periods beginning on or after 1 January 2007 but which the Group has not adopted early, as follaws:

i}  IFRS 7, Financial Instruments: Disclosures, and a complementary amendment te IAS 1, Presentation of Financial Statements — Capital Disclosures

IFRS 7 amends disclosures relating to financial instruments and requires the disclosure of qualitative and quantitative information relating to exposure to risks
arising from financial instruments, including specified disclosures about credit risk, market risk and liquidity risk. It replaces 1AS 30, Disclosures in the Financial
Statements of Banks and Similar Financial Institutions, and disclosure requirements in 1AS 32, Financial Instruments: Disclosure and Presentation. The amendment
to IAS 1 introduces disclosures about the level of an entity’s capital, and how it manages it. The Group is currently assessing the impact on disclosures that the
introduction of this standard will have.

i) IFRIC 8, Scope of IFRS 2 {effective for accounting periods commencing on or after 1 May 2006}
iliy IFRIC 9, Reassessment of Embedded Derivatives (effective for accounting periods commencing on or after 1 June 2006)
The Group believes that the application of these interpretations will have no material impact on the financial statements in the period of initial application.

Critical accounting estimates

Impairment losses on loans and advances

individual impairment losses on loans and advances are calculated based on an individual valuation of the underlying asset. Collective impairment losses on
loans and advances are calculated using a statistical model. The key assumptions used in the model are the probability of any account geing into default in the
next twelve months, the loss incurred in the event of possession or write off, the roll rates of borrowers moving from lower levels of arrears to serious arrears and
possession or write off, and the time period from the date of the event causing the loss to the date of realisation of the property or write off. The probability of
accounts going into default is based on application and behavioural scorecards, which are regularly recalibrated to take account of current circumstances.These
key assumptions are based on observed data from historical patterns from lending over previous years and are updated regularly based on new data as it
becomes available. In addition, management considers how appropriate past trends and patterns might be in the current economic situation and makes any
adjustments that it believes 10 be necessary to reflect current conditions, The accuracy of the impairment calculation would therefore be affected by unexpected
changes to the economic situation, inaccuracies within the models used compared to actual outcomes and assumptions which differ from actual outcomes.
To the extent that the loss given default differs by +/- 10%, the impairment allowance would be an estimated £9.4m higher {2005 £12.1m) or £10.1m lower
(2005 £12.0m} respectively.

Fair value calculations

Fair value is defined as the value at which assets, liabilities or positions could be closed out or sold in a transaction with a willing and knowledgeable
counterparty. For the majority of instruments carried at fair value, these are determined by reference to quoted market prices. Where these are not available, fair
value is based upon cash flow models, which use wherever possible independently sourced market parameters such as interest rate yield curves, currency rates
and option volatilities. Other factors are also considered, such as counterparty credit quality and liguidity. Management must use judgement and estimates
where not all necessary data can be externally sourced or where factors specific to Northern Rock's holdings need to be considered. The accuracy of the fair vatue
calculations would therefore be affected by unexpected market movements, inaccuracies within the models used compared to actual outcomes and incorrect
assumptions. For example, If management were to use a tightening in the credit spread of 10 basis points, the fair values of liabilities and derivatives would
increase from the reported fair values by £97.2m (2005 £83.8m).

Average life of secured lending

IAS 39 requires Interest earned from mortgage lending to be measured under the effective interest method. The effective interest rate is the rate that exactly
discounts estimated future cash receipts or payments through the expected life of the financial instrument or, when appropriate, a shorter period to the net
carrying amount of the financial asset.

Management must therefore use judgement to estimate the expected life of each instrument and hence the expected cash flows relating to it. The accuracy of
the effective interest rate would therefore be affected by unexpected market movements resulting in altered customer behaviour, inaccuracies in the models
used compared to actual outcomes and incorrect assumptions, If the estimated average life of secured loans were increased or reduced by one month, the value
of such loans on the balance sheet would be increased or decreased by £12.5m (2005 £9.7m} and £13.1m (2005 £10.4m) respectively.
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2. Critical accounting estimates (continued)

d} Pension benefits
The present value of the pensions obligations is dependent upon an actuarial calculation which includes a number of assumptions. These assumptions include
the discount rate, which is used to determine the present value of the estimated future cash outflows that will be required to meet the pension obligation.n
determining the appropriate discount rate to use, the Group considers market yields of high guality corporate bonds denominated in sterling that have terms
to maturity approximating the terms of the pension liability. Were this discount rate to reduce by 0.1% or increase by 0.1% from the current management

5

estimate, the carrying value of the pension obligations would be an estimated £8.7m higher (2005 £6.6m) or £8.5m lower (2005 £6.6m} respectively.

Other key assumptions for pensions benefits including mortality tables are based in part upon current market conditions, Additional infermation is included in

note 7,

. Interest and similar income

by

2006 2005
£fm £m
On secured advances 3,980.9 3,220.2
On other lending 4164 337.0
On investment securities and deposits 575.0 499.5
4,972.3 4,056.7
Interest accrued on individually impaired assets was £2.1m (2005 £1.0m).
. Interest expense and similar charges
2006 2005
£m £m
On retail customer accounts 960.7 841.7
On other deposit accounts 2733 200.4
On debt securities in issue 2,826.4 2,1983
On subordinated liabilities 53.4 53.7
On tier one notes 13.4 140
Other (4.0) 3.7
4,123.2 33044
Administrative expenses
2006 2005
£m fm
Wages and salaries 144.2 1219
Social security costs 129 106
Other pension costs 4.9 12.0
Total staff costs 162.0 1445
Other administrative expenses 85.2 B1.6
247.2 2261
Cther administrative expenses include:
Hire of equipment 4.4 53
Property rentals 4.5 36
Remuneration of auditors (see below) 1.8 25
The average number of persons employed by the Group and Company was as follows:
2006 2005
Full time 4,811 4,569
Part time 1,125 1,210
Services provided by the Group’s auditor and network firms
During the year the Group obtained the following services from the Group's auditor, as detailed below:
2006 2005
£&m £m
Audit services:
Fees payable to Company auditor for the audit of parent Company and consolidated accounts 0.5 1.0
Non audit services:
Fees payable to Company auditor and its associates for other services
-The audit of Company's subsidiaries pursuant to legislation 0.3 0.4
- Other services pursuant to fegislation 0.3 0.3
- Other assurance services 0.7 08
1.8 2.5

Other assurance services comprise services provided in respect of securitisation transactions and the raising of wholesale funding. No other non-audit services

were provided.




6. Share based payment

Summary of schemes
Northern Rock grants share options to executive officers and employees under the following schemes:

*  Employee Share Option Scheme
*  Employee Sharesave Scheme

Equity instruments other than options have been granted under the following schemes:

*  Share Incentive Plan

*  Long Term Incentive Plan
*  Share Matching Scheme
*  Deferred Share Scheme

Further details of each scheme are given below,

Share Option Schemes

Employee Share Option 5cheme

The Employee Share Option Scheme is an incentive scheme established in 1998 under which efigible employees may be granted share options. In accordance
with the scheme, options are granted at an exercise price equivalent to market price on the grant date with a vesting period of 3 years. Upon vesting, options
may be exercised up to ten years from the grant date.

An initial grant of options was made in 1998, and further grants have been made in 2002, 2005 and 2006.

Employee Sharesave Scheme

Qualifying employees may participate in the Employee Sharesave Schemes which are HM Revenue & Customs approved Save As You Earn (“SAYE") option
schemes. Under these schemes, employees may contribute a portion of their manthly salary, up to a specified maximum amount, and at the expiry of a fixed term
have the option to use the savings to acquire shares in Northern Rock plc. The fixed terms outlined in the schemes for option vesting are three, five and seven
years. Options can be exercised up to six months after vesting. Employees who leave the Campany prior to the options fully vesting may be able to exercise their
options, for up to six months, if they meet certain specified ¢riteria. Options are granted to the employees at a discount from the market price. This was 20% for
options granted in 1997 and 2000 and 10% for subsequent grants. The vesting period for the options is equivalent to the fixed terms in accordance with the
schemes'rules.

Four Sharesave schemes are currently in operation resulting from options offered to employees during 2000, 2003, 2005 and 2006. Employees can save in any
number of the schemes up to an overall specified maximum amount.

The following tables summarise the movement in the number of share options between those outstanding at the beginning and end of the year, together with
changes in the weighted average exercise price over the same period. The number of shares authorised for grant under each scheme was equal to the actual
number of shares granted in aill years presented.

Options

outstanding Options Options Options Options Options Options
at the granted exercised forfeited expired outstanding  exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year

2006
Employee Sharesave {2006} Scheme - 664,833 {262) (30,718) - 633,853 692
Employee Sharesave {2005} Scheme 772199 - {470) (38,379) - 733,350 1,909
Employee Sharesave {2003) Scheme 788,010 - (518,708) (7,337} - 261,965 -
Employee Sharesave (2000) Scheme 436,319 - - - - 436,319 837
Employee Share Option {2006} Scheme - 1,407,500 (3,000) {111,250) - 1,293,250 5,250
Employee Share Option (2005} Scheme 4,111,000 - (27,000) (267,000} - 3,817,000 13,000
Employee Share Option {2002} Scheme 686,500 - {326,100) (5,000} - 355,400 355,400
Employee Share Option (1998} Scheme 312,316 - {134,854} (7.500) - 169,962 169,962

2005
Employee Sharesave (2005} Scheme - 808,621 (41} {36,381} - 772,199 -
Employee Sharesave (2003) Scheme 825,588 - {4,578} (33,000 - 788,010 2,212
Employee Sharesave (2000} Scheme 1,345,521 - (907,955) {1,247) - 436,319 -
Employee Sharesave (1997) Scheme 30,921 - {30,921} - - - -
Employee Share Option (2005) Scheme - 4,463,000 (13,000 {339,000) - 4,111,000 1,000
Employee Share Option (2002) Scheme 2,985,000 - {2,010,500) {288,000) - 686,500 686,500
Employee Share Opticn (1998) Scheme 569,770 - (232,404) (25,050 - 312316 312316

All options outstanding at 31 December 2006 under the Employee Sharesave {2006) Scheme, the Employee Sharesave (2005) Scherne, the Employee Sharesave
(2003) Schermne, the Employee Sharesave (2000} Scheme, the Employee Share Option (2006) Scheme, the Employee Share Option (2005) Scheme, the Employee
Share Option (2002) Scheme and the Employee Share Option (1998) Scheme were granted with an exercise price of £9.74, £7.27,£5.98,£2.15,£11.27, £7.73, £6.41
and £6.18 respectively. The market price of the Company's shares at the grant date for each of these schemes was £11.35, £8.08, £6.40, £3.07, £11.27,£7.73, £6.41
and £6.18 respectively.
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6. Share based payment (continued)

Share-based compensation costs relating to these schemes were as follows:

2006 2005

£m fm

Employee Sharesave (2006) Scheme 0.3 -
Employee Sharesave (2005) Scheme 0.3 0.2
Employee Sharesave (2003) Scheme 0.2 04
Employee Sharesave (2000} Scheme* - -
Employee Share Option (2006) Scheme 0.5 -
Employee Share Option {2005) Scheme 1.7 1.4

Employee Share Option (2002) Scheme* - -
Employee Share Option (1998) Scheme* - -

*In accordance with the transitional provisions, the Group has only applied the requirements of IFRS 2 — Share-based Payment 10 equity settled share-based
payments granted after 7 November 2002.

The fair value of options granted during the year were as follows:

2006 2005
£m fm
Employee Sharesave (2006} Scheme
Three year vesting 233 -
Five year vesting 298 -
Employee Share Option (2006) Scheme 1.95 -
Employee Sharesave (2005} Scheme
Three year vesting - 1.73
Five year vesting - 217
Employee Share Option {2005) Scheme - 1.54

The fair value of options granted during the year was determined using a Black Scholes valuation model. The significant inputs into the model were share prices
at the grant date, exercise prices, and option lives as disclosed above, and volatility and risk free interest rates as follows:

Volatility 2006 2005
% %

Employee Sharesave (2006) Scheme
Three year vesting 19.4 -
Five year vesting 25.0 -
Employee Share Option {2006) Scheme 19.4-279 -

Employee Sharesave {2005) Scheme
Three year vesting - 251
Five year vesting - 286
Employee Share Option (2005) Scheme - 25.3-29.1

The volatility is based on a statistical analysis of daily share prices over a period equal to the vesting period of each scheme ending on the day before the grant
date for each scheme.

Risk free interest rates 2006 2005
% %

Employee Sharesave (2006) Scheme
Three year vesting 4.4 -
Five year vesting 4.4 -
Employee Share Option (2006} Scheme 4.2-4.3 -

Employee Sharesave (2005) Scheme
Three year vesting - 438
Five year vesting - 48
Employee Share Option (2005) Scheme - 45-45

The weighted average remaining contractual life of options outstanding at 31 December 2006 were as follows.

Employee Sharesave (2006) Scheme 3.6 years
Employee Sharesave (2005} Scheme 2.9 years
Employee Sharesave (2003) Schemne 2.7 years
Employee Sharesave (2000) Scheme* 0.8 years
Employee Share Option {2006) Scheme 9.1 years
Employee Share Option (2005) Scheme B.1 years
Employee Share Option {2002) Scheme* 5.5 years
Employee Share Option {1998) S5cheme* 1.4 yeats

*In accordance with the transitional provisions, the Group has only applied the requirements of IFRS 2 - Share-based Payment to equity settled share-based
payments granted after 7 November 2002,




6, Share based payment (continued)

Other Equity Instruments

Share incentive Plan/Approved Profit Sharing Scheme

The Share Incentive Plan {*SIP”) was established in 2003 and is available to all employees who have completed a minimum of six months of service. Provided that
the Group meets certain performance criteria annually as outlined in the SIP, eligible employees are granted rights to shares in Northern Rock ple for an amount
not in excess of 5% of their annual salary, subject to a maximum of £3,000, free from any consideration. The rights to shares vest immediately. The Company
subsequently purchases shares to satisfy the shares vested and transfers them to an independent trustee company. Shares are transferred to the employees by
the trustee company on the fifth anniversary of the grant date. The SIP was introduced following changes to UK legislation regarding employee share
compensation schemes. Prior to this the Company operated an Approved Profit Sharing Scheme (“APSS") for employees. The qualifying conditions for and
operation of APSS were the same as for SIP except that shares were transferred to the employees by the trustee company on the third anniversary of the grant
date rather than the fifth anniversary, Compensation expense relating to these schemes was £2.2m (2005 £1.8m}).

Long Term incentive Plan
Executive Directors and certain other senior executives are granted rights to shares under the Long Term Incentive Plan ("LTIP7). All details relating to this scheme
are included within the Directors' Remuneration Report on page 27.

The following tables summarise the movement in the number of share options between those outstanding at the beginning and end of the year, together with
changes in weighted average exercise price aver the same period, The number of shares authorised for grant under each scheme was equal to the actual number
of shares granted in all years presented.

Details of rights to shares held by Executive Directors are included within the Directors' Remuneration Report on page 27. Details of all rights held under the
scheme are shown below:

Rights

outstanding Rights Rights Rights Rights Rights Rights
at the granted exercised forfeited expired outstanding  exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year

2006
LTIP 2006-2008 Scheme - 619,223 - {8,255) - 610,968 -
LTIP 2005-2007 Scheme 669,318 - - (9,653) - 659,665 -
LTIP 2004-2006 Scheme 591,441 - - (9,696) - 581,745 -
LTIP 2003-2005 Scheme 636,966 - - {636,966} - - -

2005
LTIP 2005-2007 Scheme - 669,318 - - - 669,318 -
LTIP 2004-2006 Scheme 591,441 - - - - 591,441 -
LTIP 2003-2005 Scheme 636,966 - - - - 636,966 -
LTIP 2002-2004 Scherme 389,040 - (282,836) (106,204} - - -

The fair value of shares granted during the year was determined using a Monte Carlo simulation model. The significant inputs into the model were share prices
of £10.15, £7.68 and £7.40 at the grant date in 2006, 2005 and 2004 respectively, exercise price of nil, standard deviation of expected share price returns of 19.9%,
25.3% and 29.0% respectively, option life of 3 years, and the annual risk free interest rate of 4.3%, 4.5% and 4.6% respectively. Correlation of the Company's share
price movement with the comparator companies in the FTSE 100 index or FTSE 350 index as appropriate is calculated by reference to the share price of the
Company compared to the individual FTSE 100 or 350 companies on a daily basis over the three year pericd ending on the date before the grant date for each
scheme. The volatility is based on a statistical analysis of daily share prices over the three year period ending on the date before the grant date for each scheme.
Compensation expense relating to this scheme in 2006 was £2.7m (2005 £2.3m).

Share Matching Schemes

The Company operates two Share Matching Schemes which entitle certain employees to use their annual bonus under the short term cash bonus scheme to
purchase shares in Northern Rock plc. The first scheme applies to Executive Directors and other senior executives (Share Matching Scheme 1). The Company
grants the employee one additional share for every share purchased. Rights to these shares vest over 3 years from the grant date.The Company has purchased
or will purchase shares on behalf of the employees for the amounts allocated by them from their annual bonuses tagether with shares equivalent to the related
rights granted and has transferred them to an independent trustee. The shares will be transferred to the employees at the end of the vesting period.
Compensation expense relating to this scheme in 2006 was £4.1m (2005 £3.1m).

Details of the rights held by Executive Directors are included within the Directors’Remuneration Report on page 25.

The second scheme {Share Matching Scheme 2) was introduced during 2001 and applies to other senior management. Under the scheme, employees are entitled
to use their annual bonus under the short term cash banus scheme to purchase shares in Northern Rock ple. For certain senior employees for every one share
purchased by the employee, the Company grants the employee the right to one additional share, free from any consideration. For other senior employees for
every two shares purchased by the employee, the Company grants the employee the right to one additional share, free from any consideration. Rights to these
shares vest over 3 years from the grant date.The Company has purchased or will purchase shares on behalf of the employees for the amounts allocated by them
from their annual bonuses together with shares equivalent to the related rights granted and has transferred them to an independent trustee. The shares will be
transferred to the employees at the end of the vesting period, Compensation expense relating to this scheme in 2006 was £0.4m (2005 £0.3m).

Details of the rights held by employees in Share Matching Schemes are detailed below:

Rights

outstanding Rights Rights Rights Rights Rights Rights
at the granted exercised forfeited expired outstanding  exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year

2006
Scheme 1 1,093,382 439,683 (345,859) {1,626) - 1,185,580 -
Scheme 2 146,509 73,755 (40,057) (323) - 179,884 -

2005
Scheme 1 900,388 354,346 {170,852) - - 1,093,382 -
Scheme 2 130,058 55,112 {36,480) {2,191} - 146,509 -
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6. Share based payment (continued)

7

Deferred Share Scheme

Executive Directors or other executives who receive a bonus under the short term cash bonus scheme may, at the absolute discretion of the Remuneration
Committee, be granted an award of shares under the Deferred Bonus Plan with a pre-tax value equal to the pre-tax value of their bonus under the short term
cash bonus scheme. A participant who is granted an award must normally continue to hold those shares and remain an employee of the Group for a period of
three years fram the grant date in order to retain the full number of shares so granted to them, although shares will be released earlier in certain “good leaver”
circumstances, Compensation expense relating to this scheme in 2006 was £2.8m (2005 £2.2m).

Details of the rights held by Executive Directors are included within the Directors’ Remuneration Report on page 26. Details of all rights held under the Deferred
Share Scheme are shown below:

Rights
outstanding Rights Rights Rights Rights Rights Rights
at the granted exercised forfeited expired outstanding  exercisable
beginning during during during during at the end at the end
of the year the year the year the year the year of the year of the year
2006 " 760,779 305,597 (262,500) - - 803,876 -
2005 632,291 246,430 {117,942) - - 760,779 -

The table below sets out the total number of rights granted during each year and the fair value at grant date for the following schemes:

2006 2005
Number of Fair value Number of Fair value
rights at grant rights at grant
granted date (£) granted date (£}
Share Incentive Plan 201,544 11.25 223,989 8.01
Long Term Incentive Plan 619,223 5.04 669,318 3.79
Share Matching Scheme 1 439,683 10.15 354,346 7.73
Share Matching Scheme 2 73,755 11.32 55,112 8.32
Deferred Share Scheme 305,597 10.15 246,430 7.73

Retirement benefit obligations

The Company operates one main employee benefit scheme (“the Scheme”} with both defined benefit and defined contribution sections.

The defined benefit section of the Scheme provides benefits based on final salary for certain employees. The assets of the Scheme are held in a separate trustee-
administered fund. Contributions to the defined benefit section are assessed in accordance with the advice of an independent qualified actuary using the
projected unit method, The defined benefit section was closed to new entrants in July 1999,

The Company's policy for recognising actuarial gains and losses is to recognise them immediately on the balance sheet through the Statement of Recognised
Incorne and Expense.

The overall ¢osts of the Scheme have been recognised in the Coempany’s accounts in accordance with 1AS19.
Summary of assumptions

2006 2005

% %

Price inflation 3.00 275
Rate of increase in salaries 4,75 450
Rate of increase for pre 6 April 2006 pensions in payment® 3.35 3.10
Rate of increase for post 6 April 2006 pensions in payment .00 nfa
Rate of increase for deferred pensions 3.00 275
Discount rate 5.10 475
Expected rate of return on assets 6.68 6.30

* in excess of any Guaranteed Minimum Pension (GMP) element

The most significant nan-financial assumption is the assumed rate of longevity. The table below shows the life expectancy assumptions used in the accounting
assessments based on the life expectancy of a member aged 60.

Categories of assets

2006 2005
Pensioner Non-pensioner Pensioner  Non-pensioner
Male 24.9 years 25.B years 22.7 years 24.5 years
Female 27.9 years 28.8 years 25.7 years 27.5 years




7. Retiremeant benefit obligations (continued)

The expected return on assets has been derived as the weighted average of the expected returns from each of the main asset classes.The expected return for each
asset class reflects a combination of historical performance analysis, the forward Jooking views of the financial markets {as suggested by the yields available}, and
the views of investment organisations,

Categories of assets 2006 2005
% %
Equities 53 50
Bonds 37 35
Property 10 7
Cash/other - 8
Total 100 100
Funded status 2006 2005 2004 2003
£m fm £m £m
Present value of defined benefit obligation (350.7) (311.0) (251.4) (226.1)
Assets at fair value 3290 256.6 198.9 1788
Defined benefit liability {21.7) {54.4) (52.5) {47.3)

Disclosed pension expense for year:
a) Components of defined benefit pension expense

2006 2005

fm im

Current service cost 10.5 89
Interast cost 14.8 13.5
Expected return on assets {19.1) (13.5)
Past service cost {4.5) -
Total pension expense 1.7 8.9
b} Statement of recognised income and expense (SORIE) 2006 2005
£im im
Actuarial loss recognised in SORIE (16.5} (18.5)
Cumulative actuarial losses recognised at 1 January (21.3) (2.8)
Cumulative actuarial losses recognised at 31 December (37.8) {21.3)
Movements in present value of defined benefit obligation during the year 2006 2005
£m fm

Present value of defined benefit obligation at 1 January 3.0 2514
Defined benefit service cost 10.5 B9
Interest cost 14.8 13.5
Defined benefit employee contributions 1.9 18
Scheme amendment (4.5) -
Actuarial loss 211 394
Defined benefit actual benefit payments (4.1) (4.0}
Present value of defined benefit obligation at 31 December . 350.7 EJRN]
Movements in defined benefit fair value of assets during the year 2006 2005
£m £m

Fair value of assets at 1 January 256.6 198.9
Expected return on assets 19.1 135
Actuarial gain 4.6 20.8
Defined benefit actual company contributions 50.9 25.6
Defined benefit employee contributions 1.9 1.8
Defined benefit actual benefits paid (4.1} (4.0)

Fair value of assets at 31 December 329.0 256.6
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7. Retirement benefit obligations (continued}

Experience gains and losses 2006 2005 2004
£m £m £m
Defined benefit obligation 350.7 3110 251.4
Fair value of assets 329.0 256.6 1989
Deficit 21.7 544 525
Experience loss on defined benefit obligation 21.1 394 70
Experience gain on assets 4.6 20,8 42
Estimated contributions for year ending 31 December 2007 2007
£m
Estimated employer contributions for 2007 6.4
Estimated employee contributions for 2007 2.0
Estimated total contributions for 2007 8.4
Pension costs for the defined contribution section of the Scheme were:
2006 2005
£m fm
Total included in staff costs 3.2 24
8. Impairment losses on loans and advances
Cn
advances
secured on On other On
residential secured unsecured
property advances loans Total
£m fm fm fm
2006
Group
A1 January 2006 325 47 87.1 1243
Income Statement:
Increase in allowance during the year net of recoveries 6.4 2.2 726 81.2
Amounts written off during the year (13.8) (69.0) (82.8)
Discount unwind 1.1 05 17 33
At 31 December 2006 26.2 74 924 126.0
Company
At 1 January 2006 325 4.7 93.2 1304
At 31 December 2006 262 7.4 925 126.1




8. Impairment losses on loans and advances {continued)

2005

Group

At 1 January 2005
Adoption of IAS 39

Income Statement:
Increase in allowance during the year net of recoveries
Reclassifications

Amounts written off during the year
Discount unwind

At 31 December 2005

Company
At 1 January 2005

At 31 December 2005

9. Net hedge ineffectiveness and other unrealised fair value gains and losses

On
advances
secured on On other On
rasidential secured unsecured
property advances loans Total
£m fm fm £m
363 12.2 784 1269
{1.1) {0.5) t.7) (3.3)
352 n.7 76.7 1236
17.3 27 366 56.6
(10.3} (9.8) 201 -
7.0 (7.1 56.7 56.6
(10.8) (0.4) (48.0) (59.2
1.1 05 17 33
325 47 871 124.3
363 12.2 825 131.0
325 a7 93.2 130.4

Fair value movements (excluding interest accruals) on non-hedging derivatives
Translation gains and losses on underlying instruments

Net hedge ineffectiveness excluding interest flows on fair value hedges

Net hedge ineffectiveness and other unrealised fair value gains and losses

2006 2005
£m im
(2,811.8) 1,6756
2,812.6 (1,693.7
0.8 (18.1)

14.1 (38.3)
14.9 (56.4)

The Group enters into certain derivative financial instruments which although highly effective as economic hedges are not included in hedge accounting
relationships. These derivatives include hedges on certain foreign currency assets and liabilities, wholesale funding recorded at amortised cost, instrurnents
included within non shareholders’ funds, forward currency contracts and previously effective hedges which no longer meet the hedge accounting criteria and

consequently have been de-designated.

The fair value movements {excluding interest accruals) on such derivatives are separately identified within "Net hedge ineffectiveness and other unrealised fair
value gains and lossesTtogether with the translation gains and losses on underlying instruments arising from the retranstation from foreign currency into sterling.
The periodic interest cashflow settlements and accruals on such derivatives are included within interest income or expense, as appropriate.

Net hedge ineffectiveness on fair value hedges represents the difference between changes in the fair value of future cashflows {excluding interest cashflows and
accruals) of the hedging derivatives and the changes in the fair value of future cashflows (excluding interest cashflows and accruals) of the underlying hedged
items. The periodic interest cashflows and accruals on such derivatives and hedged items are included within interest income or expense as appropriate.

10. Directors’ emoluments

Full details of the Directors’ remuneration and shareholdings are included in the Directors’ Remuneration Report set out on pages 18 to 29,
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11.

12.

13.

14.

Income tax expense
2006 2005
£m Em
The income tax expense for the year comprises:
UK corporation tax
Current tax on profits for the year 168.5 1342
Adjustments in respect of prior years 1.2 6.2)
Total current tax 169.7 1280
Deferred tax (see note 25) 14.0 16,9
183.7 1449

The tax on the Group’s profit before tax differs from the theoretical amount that would arise using the standard rate of UK corporation tax of 30% (2005 30%)
as follows:

2006 2005

£m £m

Profit before taxation 626.7 4942
Tax calculated at rate of 30% (2005 30%) 188.0 1483
Net non deductible expenses for tax purposes 0.8 0.8
Current tax — prior year adjustment 1.2 (6.2)
Deferred tax - prior year adjustment (6.3} 20
Income tax expense 183.7 1449

As detailed in notes 35 and 36, current and deferred income tax have also been charged direct to equity. The deferred income tax charged/(credited) amounts
to £{15.6m) for the Group (2005 £1.8m} and £(9.2m) for the Company (2005 £(3.4m)). The current income tax credit amounts to £(4.3m) for both the Group and
the Company (2005 £(13.1m)).

Profit attributable to ordinary shareholders

Of the profit attributable to ordinary shareholders, £384.2m (2005 £346.2m) has been dealt with in the accounts of the Company. As permitted by section 230 of
the Companies Act 1985, the Company’s income statement has not been presented separately.

Dividends

The following tables analyse dividends when paid and the year to which they relate.
2006 2005
pence pence
per share per share
2004 final dividend - 18.0
2005 interim dividend - 9.4
2005 final dividend 20.7 -
2006 interim dividend 109 -
31.6 274

The propesed final dividend in respect of 2006 amounts to 25.3 pence per share (£104.8m). These Annuat Results do not reflect this dividend payable.

2006 2005

£m £m

2004 final dividend - 74.7
2005 interim dividend - 39.2
2005 final dividend 86.6 -
2006 interim dividend 45.7 -
Less paid to ESOP trusts - {0.1)
132.3 113.8

Earnings per share

Earnings per Ordinary Share of 94.6p (2005 72.5p} have been cafculated by dividing the profit attributable to the holders of Ordinary Shares in Northern Rock
plc of £394.5m (2005 £300.7m) by the weighted average number of Ordinary Shares in issue of 416.8m (2005 414.6m).

The weighted average number of Ordinary Shares in issue has been determined after excluding the weighted average number of Ordinary Shares held in trust
for employee share schemes of 4,4m (2005 6.6m).

Fully diluted earnings per Ordinary Share of 93.8p (2005 72.0p) have been calculated using the weighted average number of shares in issue together with 3.9m
{2005 3.3m} potentially dilutive shares resulting from options granted under emptoyee share schemes.




15. Cash and balances with central banks

Cash in hand

Batances with central banks other than mandatory reserve deposits

Included in cash and cash equivalents
Mandatory reserve deposits with central banks

Mandatory reserve depasits with central banks are not available for use in day to day operations.

16. Derivative financial instruments

Group and Company
2006 2005
£m fm
11.2 12.0
865.1 0.1
876.3 121
79.7 571
956.0 69.2

All derivative financial instruments are held for economic hedging purposes, although not all derivatives are designated as hedging instruments under the terms
of 1AS 39.The analysis below therefore splits derivatives between those in accounting hedge relationships and those in economic hedge relationships but not in

accounting hedge relationships.

Group

Derivatives in accounting hedge relationships
Derivatives designated as fair value hedges
Interest rate swaps

Cross currency interest rate swaps

Interest rate derivatives
Interest rate swaps
Caps, floors and options
Equity index swaps
Embedded derivatives

Currency derivatives
Cross currency swaps
Forward foreign exchange

Total derivatives in economic hedging relationships

Total recognised derivative assets/{liabilities)

Company

Derivatives in accounting hedge relationships
Derivatives designated as fair volue hedges
Interest rate swaps

Cross currency interest rate swaps

Derivatives in economic hedging relationships but not in accounting hedge relationships

2006 2005
Contract/ Fair values Contract/ Fair values
notional notional
amount Assets Liabilities amount Assets Liabilities
£m £m £m fm im Em
45,083.9 469.5 (20.3) 37,1598 1345 {210.3)
7,508.7 55.2 {188.5} 4,741 2398 (0.7}
52,5982.6 524.7 {208.8} 41,9009 3743 (211.0}
13,861.6 194.2 (9.4} 11,1971 141.8 {48.4}
290.0 6.6 - 90.0 6.3 -
134.1 328 - 197.7 200 (0.9}
133.0 - (38.7) 1815 - (30.3)
14,418.7 233.6 (48.1) 11,666.3 168.3 (79.6)
36,571.9 107.5 {1,941.6) 26,776.6 855.5 {551.9}
7,856.2 5.5 {194.0) 4,533.6 51.7 (3.6)
44,4281 113.0 [2,135.6) 31,310.2 07.2 (555.5)
58,846.8 346.6 (2,183.7) 42,9765 1,075.5 {635.1)
111,439.4 871.3 (2,392.5) 84,8774 1,449.8 (846.1)
2006 2005
Contract/ Fair values Contract/ Fair values
notional notional
amount Assets Liabilities amount Assets Liabilities
£m £Em £m im £m £fm
43,733.0 459.3 [9.9) 36,207.5 1049 {210.3)
7.124.6 11.8 (182.7 4,357.0 178.7 (0.5)
50,857.6 4711 (197.6) 40,564.5 283.6 {210.8)
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16.

17.

18.

Derivative financial instruments {continued}
2006 2005
Contract/ Falr values Contract/ Fair values
notional notional
amount Assets Liabllities amount Assets Liabilities
£m £m £m fm fm £m

Derivatives in economic hedging relationships
but not in accounting hedge relationships
Interest rate derivatives
Interest rate swaps 14,237.7 200.8 (9.7) 11,1754 1418 (47.6)
Caps, floors and opticns 290.0 6.6 - 90.0 6.5 -
Equity index swaps 134.1 328 - 197.7 200 09
Embedded derivatives 133.0 - {38.7) 181.5 - (30.3)

14,7948 240.2 {48.4) 11,644.6 168.3 (78.8)
Currency derivatives
Cross currency swaps 8,151.8 75.9 (620.0) 6,999.1 266.7 (107.8)
Forward foreign exchange 7,809.8 4.0 (193.9) 44510 51.3 {3.1)

15,961.6 79.9 (813.9) 11,4501 3180 (110.9)
Total derivatives in economic hedging relationships 30,756.4 3201 (862.3) 23,094.7 4863 {189.7)
Total recognised derivative assets/{liabilities) 81,614.0 791.2 {1,059.9) 63,659.2 76%.9 {400.5}
Loans and advances to banks

Group Company
2006 2005 2006 2005
£m £m £m fm
Fixed rate 4,767.0 4,558.5 4,727.8 4,461.5
Variable rate 854.3 5153 479.0 167.2
5,621.3 50738 5,206.8 4,628.7
Loans and advances to customers
Group Company
2006 2005 2006 2005
£m £m £m £m
Advances secured on residentiat property not subject to securitisation 30,094.1 23,9007 30,094.0 23,9004
Advances secured on residential property subject to securitisation 47,197.6 38,356.3 47,1976 38,356.3
Total advances secured on residential property 77,291.7 62,257.0 77,2916 62,256.7
Commercial secured advances not subject to securitisation 1,025.4 7435 1,025.4 7435
Commercial secured advances subject to securitisation 534.5 7798 534.5 7798
Total other secured advances 1,559.9 1,5233 1,559.9 1,5233
Unsecured loans not subject to securitisation 7,277.0 57886 7,277.0 5,7886
Unsecured investment loans 556.5 507.2 556.5 507.2
Amounts due from subsidiary undertakings - - 617.7 5729
86,685.1 70,0761 87,302.7 70,648.7
Fixed rate 66,535.8 49,013.8 66,535.8 49,013.8
Variable rate 20,149.3 21,0623 20,766.9 21,6349
86,685.1 70,0761 87,302.7 70,648.7




19. Securitisation

The Group's results include the results and assets and liabilities of securitisation Special Purpose Entities {“SPEs") on a line by line basis. Securitised advances are
subject to non-recourse finance arrangements. These loans have been purchased at par by the SPEs from Nerthern Rock plc, and have been funded through the
issue of mortgage-backed bonds. The balances of assets subject to securitisation notes in issue at 31 December 2006 are as follows:

Gross assets

Date of securitised  Notes in issue
Securitisation company securitisation £m £m
Residential:
Granite Mortgages 99-1 plc 1 October 1999 - -
Granite Mortgages 00-1 plc 1 March 2000 186.1 1706
Granite Mortgages 00-2 plc 25 September 2000 3304 2659
Granite Mortgages 01-1 plc 26 March 2001 559.2 507.9
Granite Mortgages 01-2 pic 28 September 2001 - -
Granite Mortgages 02-1 plc 20 March 2002 1,207.7 11236
Granite Mortgages 02-2 plc 23 September 2002 1417.2 1,3026
Granite Mortgages 03-1 plc 27 January 2003 1,816.7 1,7188
Granite Mortgages 03-2 plc 21 May 2003 1,224.2 1,129.0
Granite Mortgages 03-3 plc 24 September 2003 1,154.1 1,058.9
Granite Mortgages 04-1 plc 28 January 2004 1,969.8 1,802.5
Granite Mortgages 04-2 plc 26 May 2004 21994 2,044.6
Granite Mortgages 04-3 plc 22 September 2004 2,549.7 2,378.1
Granite Master Issuer plc 26 January 2005 34264 3,2546
Granite Master Jssuer plc 25 May 2005 3,0438 2,880.1
Granite Master Issuer pl¢ 31 August 2005 515.5 5111
Granite Master Issuer plc 21 September 2005 3,013.2 28406
Granite Master Issuer plc 25 January 2006 5,289.7 5,048.1
Granite Master Issuer plc¢ 24 May 2006 2,888.7 2,786.1
Granite Master Issuer plc 19 September 2006 556431 54003
Granite Master Issuer plc 29 November 2006 3,369.5 3,206.2
41,8041 39,429.6
Retained interest in Granite Finance Trustees Limited 8,453.2 -
Less cash deposits held with Northern Rock plc (2,857.4) -
Total residential 47,399.9 39,4296
Commercial:
Dolerite Funding No. 1 plc 24 June 2002 86.7 97.0
Retained interest in Dolerite Mortgages Trustee Limited 48.5 -
Dolerite Funding No. 2 plc 18 July 2005 407.3 4149
Retained interest in Dolerite Martgages Trustee No. 2 Limited 198.1 -
Less cash deposits held with Northern Rock plc (40.7} -
Total commercial 699.9 5119
Total 48,099.8 39,9415

Gross assets securitised and notes in issue as presented above reconcile to amounts included in the consolidated balance sheet within loans and advances to

customars and debt securities in issue as follows:

Gross assets
securitised  Notes in issue
£m £m
Total as above 48,099.8 39,9415
Less cash deposits with third parties included within loans and advances to banks (367.7)
Less accrued interest on loan notes included within accruals and deferred income {267.1)
Add loan notes issued by Whinstone Limited (see below) 5513
Total advances subject to securitisation (see note 18} 47,7321
Total securitised notes as per consolidated balance sheet 40,225.7

At 31 December 2006 the SPEs had cash deposits with Northern Rock plc amounting to £2,898.1m {31 December 2005 - £2,255.2m). This balance is restricted in
use to the repayment of the debt securities issued by the SPEs and other legal obligations.

On 15 November 2005, Northern Rock entered into a financial guarantee contract with Whinstone Limited, a special purpose entity, in respect of £423.0m of the
first loss reserve funds held by the Granite securitisation entities repayable to Northern Rock only after repayment of all other liabilities. Whinstone Limited
simultaneously issued credit linked notes to the value of £423.0m of which £29.4m were repaid during 2006. The remaining credit linked notes to the value of
£393.6m are included within debt securities in issue at year end exchange rates where issued in currencies other than sterling.
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19. Securitisation (continued)

On 20 June 2006, Northern Rock entered into a financial guarantee contract with Whinstone 2 Limited, a special purpose entity, in respect of £168.5m of the first
loss reserve funds held by the Granite securitisation entities repayable to Northern Rock only after repayment of all other liabilities. Whinstone 2 Limited
simultaneously issued credit linked notes to the value of £168.5m which are included within debt securities in issue at year end exchange rates where issued in
currencies other than sterling.

In addition to the transactions above, Northern Rock assigned a portfolio of unsecured loans valued at £749.7m to Flint Receivables Trustees Limited on

& December 2003. Flint Consumer Loans No. 1 Limited purchased an interest amounting to £595.0m in the trust on the same date, funded by the issue of asset
backed notes. During 2006, Northern Rock chose to repay the asset backed notes in full and repurchase the rermaining loans from the trust.

20. Covered bonds

Included within loans and advances to customers not subject to securitisation are £7,283.1m (2005 £4,686.1m) of mortgage advances assigned to a bankruptcy
remote special purpose vehicle. These loans provide security to issues of covered bonds made by Northern Rock, which are included within debt secwrities in
issue amounting to £6,201.8m (2005 £3,830.4m). Northern Rock retains substantially all the risks and rewards associated with these loans and therefore these
transactions do not gualify for derecognition under IAS 39.

21. Investment securities

a)

Group Company
2006 2005 2006 2005
£m fm £m £m
Available for sale securities 6,510.1 53771 6,279.6 50994
Assets held at fair value through the income statement 1203 - 120.3 -
6,630.4 53771 6,399.9 50994
Available for sale securities
Group Company
2006 2005 2006 2005
£m fm £m £fm
At fair value
Listed 5,804.0 4,576.0 5,574.5 4,298.3
Unlisted 706.1 801.1 705.1 8011
6,510.1 53771 6,279.6 5,099.4
Fixed rate 2,525.5 2,346.8 2,442.5 2,238.1
Variable rate 3,984.6 3,0303 3,832 2,861.3
6,510.1 53771 6,279.6 5,099.4
The movement in available for sale securities was as follows:
Group Company
im £m
At 1 January 2006 53771 5,099.4
Additions 7.003.2 6,902.2
Disposals (sales and redemptions) (5,783.3) (5,635.6)
Exchange differences (91.2) (91.0)
Net gains on changes in fair value 43 4.6
At 31 December 2006 6,510.1 6,279.6

Gains of £45.1m (2005 £23.5m) previously recognised in reserves have been transferred to interest and similar income in the Group income statement on
derecognition of available for sale securities.




21. Investment securities (continued)

b} Assets held at fair value through the income statement

Group Company
2006 2005 2006 2005
£im £m £m £m
At fair value
Listed 120.3 - 120.3 -
Unlisted - - - -
120.3 - 120.3 -
Fixed rate 65.1 - 65.1 -
Variable rate 55.2 - 55.2 -
120.3 - 120.3 -
The movement in assets held at fair value through the income statement was as follows:
Group Company
fm fm
At 1 January 2006 - -
Additions 1213 121.3
Disposals (sales and redemptions) - -
Exchange differences {1.5) (1.5}
Net gains on changes in fair value 05 0.5
At 31 December 2006 1203 1203
22. Shares in group undertakings
Company
fm
Cost:
At 1 January 2006 122.8
Amounts written off during the year (37.8)
At 31 Decemnber 2006 85.0
Impairments:
At 1 January 2006 43
Amounts written off during the year 4.3)
At 31 December 2005 -
Net book amount:
At 31 December 2006 850
At 31 December 2005 1185
The Company's interests in subsidiary undertakings are analysed as follows:
2006 2005
£m fm
Credit institutions 50.0 500
Other 35.0 68.5
85.0 1185

The principal subsidiaries of Northern Rock plc at 31 December 2006 are listed below, all of which operate in their country of incorporation or registration.




86

22. Shares in group undertakings (continued)

23.

The following subsidiaries are directly held and wholly owned by the Company:

Northern Rock Mortgage Indemnity Company Limited
Northern Rock {Guernsey) Limited

Nature of business

Provision of mortgage indemnity insurance

Retail deposit taker

Country of incorporation
Guernsey
Guernsey

The following companies are SPEs established In connection with the Group's securitisation programme (see note 19). Although the Company has no direct or
indirect ownership interest in these companies, they are regarded as legal subsidiaries under UK companies legislation.

Granite Mortgages 99-1 plc
Granite Mortgages 00-1 plc
Granite Mortgages 00-2 ple
Granite Mortgages 01-1 plc
Granite Mortgages 01-2 plc
Granite Mortgages 02-1 pl¢
Granite Mortgages 02-2 plc
Granite Mortgages 03-1 plc
Granite Mortgages 03-2 plc
Granite Mortgages 03-3 plc
Granite Mortgages 04-1 pic
Granite Mortgages 04-2 plc
Granite Mortgages 04-3 plc
Granite Master Issuer plc
Dolerite Funding No.1 plc
Dolerite Funding No.2 plc

Granite Finance Trustees Limited

Granite Finance Funding Limited

Granite Finance Funding No.2 Limited
Dolerite Mortgages Trustee Limited
Dolerite Mortgages Trustee No. 2 Limited

Whinstone Limited
Whinstone 2 Limited

Nature of business
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes
Issue of securitised notes

Holding of interests in securitisations

Holding company
Holding company

Holding of interests in securitisations
Holding of interests in securitisations
Issue of credit linked notes
Issue of credit linked notes

Country of incorporation
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales
England & Wales

Jersey
Jersey
England & Wales
Jarsey
Jersey
Jersey
Jarsey

The Directors consider that to give full particulars of all subsidiary undertakings would lead to a statement of excessive length. A full list of subsidiary
undertakings at 31 December 2006 will be annexed to the Company’s next Annual Return to be filed at Companies House.

Intangible assets

Group Goodwill Software Total
£m £m £m

2006

Cost

At 1 January 2006 307 97.1 1278

Additions - 224 224

At 31 December 2006 307 119.5 150.2

Impairment and amortisation

At 1 January 2006 - 49.6 49.6

Charged in year - 10.2 10.2

At 31 December 2006 - 598 59.8

MNet book amount:

At 31 December 2006 307 59.7 90.4

Goodwill Software Total

im £m £m

2005

Cost

At 1 January 2005 30.7 753 106.0

Additions - 218 218

At 31 December 2005 307 97.1 127.8

Impairment and amortisation

At 1 January 2005 - 329 329

Charged in year - 16.7 16.7

At 31 December 2005 - 49.6 496

Net book amount:

At 31 December 2005 307 47.5 78.2




23. Intangible assets {continued)

Company

2006

Cost

At 1 January 2006
Additions

At 31 December 2006
Impairment and amortisation

At 1 January 2006
Charged in year

At 31 December 2006

Net book amount:
At 31 December 2006

2005

Cost

At 1 January 2005
Additions

At 31 December 2005

Impairment and amortisation
At 1 January 2005
Charged in year

At 31 December 2005

Net book amount:
At 31 December 2005

Goodwill Software Tota!
£m £m fm

- 971 97.1

- 224 224

- 1195 1195

- 49.6 496

- 10.2 10.2

- 59.8 59.8

- 59.7 59.7
Goodwill Software Total
£m fm £m

- 75.3 753

- 218 218

- 97.1 971

- 329 329

- 16.7 16.7

- 49.6 49.6

- 475 47.5
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24. Property, plant and equipment

Group

2006

Cost

At 1 January 2006
Additions
Disposals

At 31 December 2006

Depreciation

At 1 January 2006

Charged in year

Adjustment arising on disposals

At 31 December 2006

Net book amount:
At 31 December 2006

2005

Cost

At 1 January 2005
Additions
Transfers
Disposals

At 31 December 2005

Depreciation

At 1 January 2005

Charged in year

Adjustment arising on disposals

At 31 Decernber 2005

Net book amount:
At 31 December 2005

Plant,
Land and buildings equipment,
fixtures, Assets in the
Long Short fittings and course of
Freehold leasehold leasehold vehicles coenstruction Total
£m £Em £m £m fm £im
816 19.9 6.9 1405 4.4 2533
45 - 05 176 143 369
- - - (0.8) - (0.8}
86.1 199 7.4 157.3 18.7 289.4
5.9 1.6 33 61.9 - 727
0.6 03 03 19.0 - 20.2
- - - {0.6) - {0.6)
6.5 1.9 36 80.3 - 923
79.6 18.0 38 77.0 18.7 197.1
Plant,
Land and buildings equipment,
fixtures, Assets tn the
Long Short fittings and course of
Freehold leasehold leasehold vehicles construction Total
£m £m £m fm £m £m
77.5 19.9 5.0 105.9 231 2314
0.2 - 2.3 17.7 6.9 271
7.7 - - 179 (25.6) -
(3.8) - (0.4) {1.0) - (5.2)
816 19.9 6.9 140.5 4.4 2533
6.0 1.3 34 50.2 - 60.9
0.3 03 0.2 125 - 133
(0.4) - 0.3 (0.8) - (1.5)
59 16 33 61.9 - 727
75.7 183 36 78.6 4.4 180.6




24, Property, plant and equipment {continued)

Company

2006

Cost

At 1 January 2006
Additions
Disposals

At 31 December 2006

Depreciation

At 1 January 2006

Charged in year

Adjustment arising on disposals

At 31 December 2006

Net book amount:
At 31 December 2006

2005

Cost

At} January 2005
Additions
Transfers
Disposals

At 31 December 2005

Depreciation

At 1 January 2005

Charged in year

Transfers

Adjustment arising on disposals

At 31 December 2005

Net book amount:
At 31 December 2005

Plant,
Land and bwuildings equipment,
fixtures, Assets in the
Long Short fittings and course of
Freehold leasehold leasehold vehicles construction Total
£m £m Em £m £m £fm
47.1 60.7 6.9 1201 4.4 236.2
0.2 7.7 05 14.2 143 369
- - - 0.8) - 0.8}
473 68.4 7.4 1335 18.7 2753
50 36 33 59.0 - 709
03 1.0 03 180 - 196
- - - (0.6} - (0.6}
53 4.6 36 764 - B89.9
420 638 38 571 18.7 185.4
Plant,
Land and buildings equipment,
fixtures, Assets in the
Long Short fittings and course of
Freehold leasehold leasehold vehicles construction Total
£m £m £m £Em £m £m
39.2 5041 50 82.2 21.2 197.7
0.4 - 2.3 18.7 88 30.2
1.3 106 - 20.2 (25.6) 165
{3.8) - (04) (1.0) - (5.2)
471 60.7 69 1201 4.4 2392
5.2 1.7 34 471 ~ 574
- 09 0.2 15 - 126
0.3 1.0 - 1.2 - 25
{0.5) - (0.3) (0.8) - (1.6
50 35 33 59.0 - 709
42.1 571 36 61.1 4.4 168.3

89




25. Deferred income tax asset

The full mevement in deferred income tax recoverable was as follows:

Group Company
2006 2005 2006 2005
£m £m £m £m
At 31 December 2005/2004 57.5 141 93.0 65.2
Adoption of IAS 32 and IAS 39 - 62,1 - 57.7
At 1 January 57.5 76.2 93.0 1229
Income statement charge {14.0} (16.9) (13.1) {33.3)
Appropriations charge 0.4 - 0.4 -
Deferred tax impact charged direct to reserves of
- net gains from changes in fair value of available for sale securities 6.5 (6.0} - -
- net profits on disposal of available for sale securities transferred 1o net income (0.1) 08 - -
- actuarial losses charged to statement of recognised income and expense 4.9 5.6 4.9 5.6
- share based payments 2.8 (2.2) 2.8 (2.2}
Reallocation to current tax
- available for sale securities 1.1 - 1.1 -
- hedging reserves 0.4 - 0.4 -
At 31 December 59.5 572.5 89.5 93.0
Deferred income tax assets and liabilities are attributable to the following items:
Group Company
2006 2005 2006 2005
£m £m £m £m
Deferred income tax assets
Pensions and other employee benefits 25.1 30.0 251 30.0
Provision for loan impairment 21.0 243 210 243
Derivatives and financial instruments 74.4 86.4 64.5 764
Other temporary differences 20.6 18.6 20.6 18.6
1411 159.3 131.2 149.3
Deferred income tax liabilities
Excess of capital allowances over depreciation 12.4 9.0 12.3 89
Available for sale securities 9.0 9.7 8.6 9.7
Derivatives and financial instruments 3.9 243 39 243
Cashflow hedge 3.4 38 3.4 38
Other temporary differences 52.9 55.0 13.5 9.6
81.6 101.8 11.7 56.3
Net deferred income tax asset 59.5 57.5 89.5 93.0
The deferred tax charge in the income statement comprises the following temporary differences:
2006 2005
£m £m
Pensions and other employee benefits 12.7 0.1
Provision for loan impairment 29 0.5
Derivatives and financial instruments (7.6} 16.4
Excess of capital allowances over depraciation 3.4 0.3)
Other temporary differences 2.6 0.2
14.0 16.9

Deferred income tax liabilities have not been established for tax that would be payable on the unremitted earnings of the Group's overseas subsidiaries.
Unremitted earnings at 31 December 2006 totalled £42.3m (2005 £34.5m).




26.

27.

28.

29,

30.

Deposits by banks

Group Company
2006 2005 2006 2005
£m £m £m £m
Amounts due to subsidiaries - - 2,145.3 2,004.2
Other deposits 2,136.2 1,536.8 2,136.2 1,5368
2,136.2 1,5368 4,281.5 3,541.0

Customer accounts

Group Company
2006 2005 2006 2005
£m £Em £m £m
Retail funds and deposits 22,631.0 20,104.4 20,537.0 18,1631
Amounts due to securitisation special purpose entities - - 41,8404 31,149.2
Other customer accounts 4,236.6 3,568.2 4,236.6 3,568.2
26,867.6 23,672.6 656,614.0 52,880.5

As a result of emerging best practice, the deferred purchase consideration owed to the Company by the securitisation special purpose entities of £546.7m
(2005 £318.0m) has been reclassified from ‘Prepayments and accrued income’to ‘Amounts due to securitisation special purpose entities.

Other debt securities in issue

Group Company

2006 2005 2006 2005
£m fm £m £m
Bonds ang medium term notes 9,228.4 9,1345 9,228.4 9,134.5
Other debt securities in issue 8,638.4 8,013.3 8,638.4 8,0133
17,866.8 17,1478 17.866.8 17,1478

Accruals and deferred income

Group Company
2006 2005 2006 2005
£m £m £m fm
Accrued interest 880.3 666.0 645.5 507.2
Deferred income 1.7 24 1.8 1.9
Other accruals 37.7 379 36.5 36.2
919.7 7063 683.8 5453
Subordinated liabilities

Group and Company
2006 2005
£m fm
5.625% Subordinated bonds due 2015 291.9 m.s
11,734% Subordinated loan 2016 26.3 28.2
5.75% Subordinated bonds due 2017 243.7 256.1
10°/4% Subordinated bonds due 2018 50.7 50.7
9%4% Subordinated bonds due 2021 148.8 148.8
762.4 785.3

The 5.625% subordinated bonds due 2015 are not redeemable in the ordinary course of business before 13 January 2010.

The 11.734% subordinated foan 2016 is repayable in five equal annual instalments from 2012 to 2016.

The 5.75% subordinated bonds due 2017 are not redeemable in the ordinary course of business before 28 February 2012,

The 10'%4% subordinated bonds due 2018 are not redeemable in the ordinary course of business before 25 March 2018.

The 9'4% subordinated bonds due 2021 are not redeemable in the ordinary course of business before 17 October 2021.

All subordinated liabilities are denominated in sterling. All are ranked equally between and within issues.

Redemptions of any subordinated liabilities prior to their final maturity date are subject to obtaining prior consent of the Financial Services Authority,

The rights of repayment of holders of subordinated liabilities are subordinated to the claims of other creditors.
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31,

32.

33.

Tier one notes

The tier one notes were issued for a value of £200m on 21 August 2002 and are undated. They carry a coupon of 7.053% payable annually in arrears on 21
September each year. At each payment date Northern Rock will decide whether to declare or defer the coupon, only if payment of the coupon would lead to
breaches of regulatory capital requirements, If Northern Rock decides to defer the coupon, this can then only be satisfied upon the date on which the issue is
redeemed. No interest will accrue on any deferred coupon. If Northern Rock defers the coupon, it may not pay a dividend on any share or pay any coupon on the
reserve capital instruments, nor redeem or repurchase any of its share capital or reserve capital instruments until it next makes a coupon payment for the tier
one notes. Deferred coupons can only be satisfied through the issue of Ordinary Shares.

Northern Rock has a call option after 25 years, which it can only exercise with the consent of the Financial Services Authority. If the issue is not ¢alled, the coupon
resets to yield 1.835% above 6-month LIBCR.

The full amount of tier one notes is permitted for inclusion within Tier 1 for regulatory capital purposes.

Reserve capital instruments

Reserve capital instruments were issued for a value of £200m in September 2000 and £100m in May 2001 and are undated. They carry a coupon of 8.39%%
payable annually in arrears on 21 September each year. At each payment date Northern Rock will decide whether to declare or defer the coupen. If Northern
Rock decides to declare the coupon, the holder will receive a cash payment equivalent to the coupon which, at Northern Rock’s option, will be achieved either
by the payment of cash directly, or by the issue of Ordinary Shares in Northern Rock which, when scld by a trustee in the market, will produce an amount equal
to the cash payment, If Northern Rock elects to defer the coupon, it may not declare or pay a dividend on any share until the deferred coupons are satisfied.
Deferred coupons and any interest accruing thereon can only be satisfied through the issue of Ordinary Shares.

Morthern Rock has a call option after 15 years, which it can only exercise with the consent of the Financial Services Authority. If the issue is not called, the coupon
resets to yield 4,725% above the prevailing 5-year benchmark Gilt rate.

The maximum amount of reserve capital instruments permitted to be included in Tier 1 for regulatory capital purposes is 15% of overall Tier 1 capital, as defined
by the Financial Services Authority. Any excess is allocated to Upper Tier 2 capital.

In accordance with the requirements of |AS 32, reserve capital instruments are classified as non shareholders’ equity. Coupons on these notes are treated as
appropriations and amounted to £17.6m (2005 £17.6m) after tax credit of £7.6m (2005 £7.6m).

Subordinated notes
Group and Company
2006 2005
£m £m
12'4% Perpetual subordinated notes 19.8 19.8
8% Undated subordinated notes 62.1 62,1
6.75% Fixed rate step-up undated subordinated notes 195.4 195.4
Floating rate undated subordinated notes 66.0 66.0
5.6% Undated subordinated notes 393.2 393.2
736.5 736.5

In accordance with the requirements of |AS 32, undated subordinated liabilities are classified as non shareholders’ equity, as thera is no contractual obligation to
pay the interest coupon.Coupons on these notes are treated as appropriations and amounted to £30.9m (2005 £31.0m) after tax credit of £13.2m (2005 £13.2m).

The t2°A4% perpetual subordinated notes were created on the transfer of business from Northern Rock Building Society and were issued to holders of Permanent
Interest Bearing Shares of the Society.

The 8% undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped into sterling, The notes became
redeemable on 15 June 2004 and may be subsequently redeemed in the ordinary course of business on coupon dates which fall on 15 March, 15 June,
15 September and 15 December.

The 6.75% fixed rate step-up undated subordinated notes are not redeemable in the ordinary course of business before 17 June 2024,

The floating rate undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped into sterling. They are not
redeemable in the ordinary course of business before 23 February 2011. Interest is payable at 1% above 3 mcnth US$ LIBOR.

The 5.6% undated subordinated notes are denominated in US dollars; the proceeds and coupon payments have been swapped into sterling. The notes are not
redeemable in the ordinary course of business before 30 April 2014,

All subordinated notes, other than the 8% undated subordinated notes, the floating rate undated subordinated notes and the 5.6% undated subordinated notes
are denominated in sterfing. All are ranked equally between and within issues and equally with the subordinated liabilities.

Redemptions of any subordinated notes are at the issuer’s option only and are subject to obtaining prior consent of the Financial Services Authority.
The rights of repayment of holders of subordinated notes are subordinated to the claims of other creditors.




34, Called up share capital

2006 2006 2006 2005 2005 2005
Number im €m Number fm €m
Authorised share capital
Crdinary shares of 25p each 614.0m 153.5 - 614.0m 153.5 -
Foundation shares of 25p each 104.5m 26.1 - 104.5m 26.1 -
Preference shares of 25p each 100.0m 25.0 - 100.0m 25.0 -
Preference shares of 25¢ each 100.0m - 25.0 100.0m - 25.0
918.5m 204.6 25.0 918.5m 2046 25.0
Ordinary  Foundation Preference Ordinary  Foundation Preferance
shares shares shares shares shares shares
of 25peach  of 25peach  of 25p each Jotal of25peach of 25peach  of 25p each Total
Number Number Number Number £fm fm fm fm
Issued and fully paid share capital
At 1 January 2005 and 1 January 2006 421.2m 74.4m - 495.6m 105.3 186 - 1239
Issued in the year - - 0.4m 0.4m - - 01 0a
At 31 December 2006 421.2m 74.4m 0.4m 496,0m 105.3 185 [+R] 1240

The Foundation Shares are held by The Northern Rock Foundation. These shares carry no rights to dividends but rank pari passu with the Ordinary Shares in
respect of other distributions and in the event of a winding up. Because they carry no rights to dividends, they have been omitted in the calculation of earnings
per share {see note 14).These shares do not confer any rights in relation to attendance or voting at any general meeting of the Company.

On 29 June 2006, Northern Rock plc issued 400,000 perpetual non-cumulative callable 25p Preference Shares for £1,000 each. Proceeds of £400 million were
received less £3.5 million relating to issue costs. Dividends on these shares are discretionary and, subject to Board approval, will first be paid on 4 July 2007 and
annually thereafter at a rate of 6.8509%.
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35. Reserves

Share premium account

Group and Company
Ordinary Preference
£m im
At 1 January 2006 6.8 -
Premium on shares issued in the year - 396.4
At 31 December 2006 6.8 396.4
Capital redemption reserve
Group and
Company
im
At 1 January 2006 and 31 December 2006 7.3
Revaluation reserve - available for sale investments
Group Company
fm £
Balance at 31 December 2005 26.0 79
Net gains from changes in fair value 70 6.5
Net profits on disposal transferred to net income (45.1) {21,1)
Current income taxes 33 33
Deferred income taxes 7.5 1.1
Balance at 31 December 2006 (1.3} (2.3)
Hedging reserve - cash flow hedges
Group Company
£m fm
Balance at 31 Decernber 2005 - -
Current income taxes 0.4 (0.4)
Deferred income taxes 04 0.4
Balance at 31 December 2006 - -
Cumulative actuarial gains and losses
Group Campany
£fm fm
Balance at 31 December 2005 (14.9) (14.9)
Transfer to retained earnings 149 149
Balance at 31 Decemnber 2006 - -
36. Retained earnings
Group Company
£m £im
Balance at 31 December 2005 1.426.5 1,314.2
Profit for the year 3945 3842
Dividends paid (see note 13) (132.3) (132.3)
Adjustrment in respect of own shares {20.6) (20.5)
Net actuarial losses from changes in fair value of pension scheme assets and liabilities (16.5) (16.5)
Deferred income taxes on actuarial losses 49 49
Reallocation of other reserves {14.9) (14.9)
Balance at 31 December 2006 16416 1,519.0

The amounts deducted from the retained earnings in respect of own shares, which are held at cost, are as follows:

Group and Company
2006 2005
£m £m

Own shares in relation to employee share schemes 75.8 425




36.

37.

Retained earnings (continued)

Movements in the amount deducted from retained earnings in respect of own shares are as follows:

Group and Company
2006 2005
£m fm
At 1 January 42.5 553
Purchases of shares 453 10.2
Use of shares on exercise of employee options and for other employee share plans (12.0) (23.0)
75.8 425
The (charge)/credit to retained earnings is as fotlows:
2006 2005
£m Em
Value of employee services 13.9 10.8
Cash received on exercise of employee options and for other employee share plans 6.6 16.3
Deferred income tax impact of share based payments 2.8 (2.2)
Current income tax impact of share based payments 1.4 30
Purchase of shares (45.3) (10.2}
(20.6) 12.7

Financial risk management

Strategy in using financial instruments

The Board has autherised the use of derivative instruments for the purpose of supporting the swrategic and operational business activities of the Group and
reducing the risk of loss arising from changes in interest rates and exchange rates. All use of derivative instruments within the Group is to hedge risk exposure,
and the Group takes no trading positions in derivatives,

The objective, when using any derivative instrument, is to ensure that the risk to reward profile of any transaction is optimised. The intention is to only use
derivatives to create economically effective hedges. However, because of the specific requirements of 1AS 39 1o obtain hedge accounting, not all economic
hedges are designated as accounting hedges, either because natural accounting offsets are expected or because obtaining hedge accounting would be
especially onerous,

a) Fair value hedges
The Group designates a number of derivatives as fair value hedges. In particular the Group has three approaches establishing relationships for:

i} Hedging the interest rate and foreign currency exchange rate risk of non-prepayable, foreign currency denominated fixed rate assets or liabilities on a
one-for-one basis with fixed/floating or floating/fixed cross currency interest rate swaps.

ii} Hedging of interest rate risk of a single currency portfolio of sterling, US Dollar and Euro non-prepayable fixed rate assets/liabilities on a one-for-one
basis with vanilla fixed/floating or floating/fixed interest rate swaps.

i) Hedging the interest rate risk of a portfolio of prepayable fixed rate assets with interest rate derivatives. This solution is used to establish a macro fair
value hedge for derivatives hedging fixed rate mortgages. The Group believes this solution is the most appropriate as it is consistent with its policy for
hedging fixed rate martgages on an economic basis.

The total fair value of derivatives included within fair value hedges at 31 December 2006 was £315.9m.
b) Cash flow hedges

At present the Group does not designate any derivatives as cash flow hedges.
¢) Netinvestment hedges

At present the Group does not designate any derivatives as net investment hedges.

Risk management

Risk management is a fundamental part of Northern Rock’s strategy, which focuses on profitable growth with a low risk profile. The Group's risk management
strategy is to manage risk exposures through comprehensive and integrated risk management processes within each section of the business as part of a
framework of delegated responsibility and structured reporting. The Board of Directors has full responsibility for approving and reviewing the main risks
undertaken by the Group.

In order to manage and control its risks, the Group has implemented a comprehensive set of policies and procedures, It has put in place appropriate systems to
identify risk, and then to assess, measure, monitor and report those risks. A series of policies and procedures exist to define the Group's levels of risk tolerance,
containing risk limits and lines of authority and responsibility. These form the basis for risk management structures throughout the business with clear terms of
reference. Furthermore, the Group has established strong systems of internal control that comply fully with the requirements of the Financial Services and
Markets Act 2000, the Financial Services Authority and the London Stock Exchange.

In accordance with the policies and procedures, the Board of Directors has established a Risk Committee consisting of four Non-Executive Directors and the
Executive Directors.The Risk Committee is responsible for the supervision of the Group's risk management processes. It has delegated responsibility for the daily
management and review of balance sheet risk profile and review of operational risk to Management Board ALCO, consisting of executive management from all
the main business functions.

Operational risk
Operational risk is the risk of business opportunities foregone, reputational damage or financial losses, resulting from inadequacies or failures in internal
processes, peaple or systems, or from external events.
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37. Financial risk management (continued)

Management Board directors and senior line managers are primarily responsible for ensuring effective operational risk management exists within their areas -
in particular, the setting of tolerances, monitoring and reporting of operational risks, Where appropriate, Northern Rock establishes suitable cost-effective
processes to mitigate or transfer operational risk exposures.

Operational risks are controlled and managed on a decentralised basis, with responsibility and authority to mitigate these risks delegated to the relevant line
management. Northern Rock’s support functions provide corporate policies, processes and reporting mechanisms as appropriate to the “front line” functions for
the range of operational risks faced.

Credit risk
Credit risk is the exposure to loss if another party fails to meet its financial obligations to the Company, including failing to perform them in a timely manner, it
arises from both on and off balance sheet items.

Within the Group Treasury function, the overall policy is to minimise credit risk through the use of operational credit limits, credit authorisation and credit control
and review. Credit limits authorised by Executive Management are established for specified counterparties. These limits are based on a number of factors
including extarnal and internal ratings and capital of Northern Rock plc. Group limits have been incorporated to ensure that Northern Rock plc does not exceed
its exposure to either a single counterparty or group of closely-related counterparties. Country limits have been incorporated to ensure that Northern Rock plc
does not exceed its exposure in a geographical region. Master netting agreements are in place with all derivative counterparties. In addition most of the
exposures created by derivatives are mitigated through the use of collateral agreements negotiated with derivative counterparties. Other techniques (including
margining, credit breaks, compounding, termination and credit derivatives) are used periodically to mitigate the credit risk associated with particular transactions
or group of transactions.

Retail credit risk Is controlled and monitored through the use of operational limits, credit authorisation procedures, credit risk scorecards, credit control and
review processes, to achieve a planned credit risk profile (relative to the associated economic rewards).

Credit score systems are used as the primary basis for evaluating the risk reward profile of the retail credit risk stance as they are able to differentiate the risk of
secured and unsecured loans, both at individual transaction and portfolio levels, Behavioural scoring is used to monitor the performance of the residential
secured and unsecured loan books.

The Credit director monitors credit risk limits on the residential secured and unsecured lending books. The Credit Risk Monitoring Group monitors exposures on
these books,

Maximum credit risk exposure at 31 December 2006 approximates to the carrying value for all assets. Cash collateral held against credit risk at 31 December 2006
amounted to £364.9m.

Interest rate risk

The Group offers numerous banking, mortgage and savings products with varying interest rate features and rmaturities which create potential interest rate risk
exposures. Interest rate risk arises as a result of timing differences on the re-pricing of assets and liabilities, unexpected changes in the slope and shape of yield
curves and changes in correlation of interest rates between different financial instruments {often referred to as basis risk). In addition to interest rate risk positions
managed within controlled risk limits within the Group, structural interest rate risk arises in the Group’s consolidated balance sheet as a result of fixed rate,
variable rate and non interest bearing assets and liabilities. The Group closely monitors interest rate movements, the interest rate and re-pricing maturity
structure of its interast bearing assets and liabilities and the level of non-interest bearing assets and liabilities.

Interest rate sensitivity refers to the relationship between interest rates and net interest income resulting from the periodic re-pricing of assets and liabilities.
Northern Rock also offers fixed rate residential mortgages and savings products on which the interest rate paid by or to the customer is fixed for an agreed period
of time at the start of the contract. Northern Rock matches the expected maturity profiles of its interest earning assets and interest bearing liabilities through the
use of derivatives. The risk of prepayment is additionally reduced by impesing penalty charges if the customers terminate their contracts early.

The Group uses a number of measures to monitor and control interest rate risk and sensitivity. One such measure evaluates the difference in principal value
between assets and liabilities repricing in various gap periods. Risk weights are assigned to each gap period which reflect potential losses for a given change in
rates, and based on these a capital allocation is calculated for each period. The risk is controlled through setting maximum overall capital allocations, and
individual capital allocations for each gap period.

A second control used measures earnings at risk from unmatched positions in fixed rate lending. The Group imposes a limit on the value of such arnings that
may be at risk, based upon various scenarios of adverse interest rate changes.

The sensitivity of earnings to changes in interest rates is measured by comparing forecast net interest income over a 12 month period under two interest rate
scenarios, a 1% parallel increase and decrease in all yield curves. Forecasts are based on measuring the sensitivity of net interest income for all on-balance sheet
and derivative instruments while maintaining a consistent balance sheet size and structure throughout the simulation period. Forecasts include the effect on net
interest income of those instruments which have embedded optionality. Forecasts also include other simplifying assumptions, such as no management action
In response to a change in interest rates. An immediate hypothetical 1% parallel increase and decrease in all yield curves on 31 December 2006 would result in
a decrease of £1189m (2005 £32.4m) and an increase of £113.6m {2005 £28.4m), respectively, in planned net interest income for the twelve months to
31 December 2007.




37. Financial risk management (continued)

The following table gives an analysis of the re-pricing periods of assets and liabilities on the Group balance sheet at 31 December.
{tems are allocated 1o time bands in the table below by reference to the earlier of the next contractual interest rate re-pricing date and the residual maturity date.
Amounts shown in respect of loans and advances to custorners include fair value adjustments of portfolio hedging.

2006 After After After Non
3 months 6 months 1 year interest
Within but within but within but within After bearing
3 months 6 months 1 year S years 5 years funds Total
fm £m £m im £m £m £fm
Assets
Cash and balances with central banks 890.9 - - - - 65.1 956.0
Leans and advances to banks 5483.8 1225 15.0 - - - 56213
Loans and advances to customers 26,029.8 4,705.0 10,148.4 42,8778 2,599.7 - 86,361.7
Investment securities 4,649.0 55.3 461.5 981.0 483.6 - 6,630.4
Other assets - - - - - 1441.2 14412
Total assets 37,0535 4,883.8 10,624.9 43,8588 3,083.3 1,506.3 101,010.6
Liabilities
Deposits by banks 1,991.8 88.4 530 30 - - 2,136.2
Customer accounts 19,923.0 1,4224 3,688.7 1,8335 - - 26,867.6
Debt securities in issue 51,499.9 6223 1,397.4 6,331.0 4,443.7 - 64,294.3
Subordinated liabilities - - - 291.6 4708 - 762.4
Tier one notes - - - - 209.4 - 2094
Other liabilities - - - - - 3,5301 3,530
Shareholders’ equity - - - - - 21748 21748
Non sharehoclders’ equity - - - - - 1,035.8 10358
Total liabilities 734147 2,1331 51391 8,459.1 5123.9 6,740.7 101,0106
Total interest rate sensitivity gap (36,361.2) 2,750.7 54858 35,399.7 (2,040.6) (5.234.4) -

Cumulative interest rate

sensitivity gap (36,361.2) (33,610.5) (28,124.7) 7,275.0 52344 - -
2005 After After After Non
3 months 6 months 1 year interest
Within but within but within but within After bearing
3 months 6 months 1 year 5 years 5 years funds Total
£m Em £m fm £m £m £m
Assets
Cash and balances with central banks 179 - - - - 51.3 69.2
Loans and advances to banks 5.046.8 195 75 - - - 50738
Loans and advances to customers 26,343.3 7,279.2 9,865.3 24,4316 2,3205 - 70,2399
Investment securities 3,419.2 252 144.1 1,541.9 246.7 - 53771
Other assets - - - - - 1,948.5 1,948.5
Total assets 34,827.2 73239 10,0169 259735 2,567.2 1,9998 82,708.5
Liabilities
Deposits by banks 1,402.2 81.6 45.0 7.0 - - 1,536.8
Customer accounts 18,279.2 1,275.2 2,2475 1,870.7 - - 23,6726
Debt securities in issue 45,536.0 710.7 2457 2,082.5 3,159.7 - 52,1346
Subordinated liabilities - - - 301.4 4839 - 785.3
Reserve capital instruments - - - - 2239 - 2239
Tier one notes - - - - - 1,743.9 1,7439
Other liabilities - - - - - 1,575.6 1,575.6
Sharehclders’ equity - - - - - 1,035.8 1,035.8
Total liabilities 656174 2,067.5 2,539.2 4,261.6 3,867.5 43553 82,7085
Total interest rate sensitivity gap (30,790.2) 5,256.4 74777 21,7119 (1,300.3) (2,355.5) -

Cumulative interest rate
sensitivity gap (30,790.2) {25,533.8) (18,056.1) 3,655.8 2,3555 - -

97



98

37. Financial risk management (continued)

The table below summarises the effective interest rate for financial instruments not carried at fair value through profit and loss:

2006 2005
% %

Assets
Cash and balances with central banks 4.3 0.4
Leans and advances to banks 4.6 44
Loans and advances to customers 5.7 58
Investment securities 5.1 4.5
Liabilities
Deposits by banks 4.3 35
Customer accounts 4.4 44
Debt securities in issue 5.0 48
Subordinated liabilities 7.0 7.0
Tier one notes 6.7 7.0
Liquidity risk

Liquidity risk arises from the mismatch in the cashflows generated from current and expected assets, liabilities and derivatives. The Board has policies to ensure
that the Group is able to meet retail withdrawals, repay whalesale borrowings as they fall due and to meet current lending requirements. This is achieved by
managing a diversified portfolio of high quality fiquid assets and a balanced maturity profile of liquid assets, wholesale and retail funds.

The table below analyses the Group’s assets and liabilities into relevant maturity groupings based on the remaining period at balance sheet date to contractual
maturity date, Amounts shown in respect of loans and advances to customers include fair value adjustments of portfolio hedging.

2006 After After After
3 months 6 months 1 year
Within but within but within but within After
3 months 6 months 1 year 5 years S years Total
£m £m £m fm £m £m

Assets
Cash and balances with central banks 876.3 - - - 79.7 956.0
Derivative financial instruments 100.8 83.5 84.1 4716 131.3 8713
Loans and advances to banks 5,483.8 122.5 15.0 - - 56213
Loans and advances to customers 900.1 5933 11756 11,319.8 723729 86,3617
Investment securities 864.6 139.5 5873 1,947.4 3,091.6 66304
Other assets 110.3 121 231 108.4 3160 569.9
Total assets 83359 9509 1,885.1 13,847.2 75,9915 101,010.6
Liabilities
Deposits by banks 1,823.8 884 53.0 137.3 337 2,136.2
Customer accounts 19,598.5 1,680.6 3,689.7 1,898.8 - 26,8676
Derivative financial instruments 485,1 143.9 3556 1,111.3 296.6 2,3925
Debt securities in issue 10,989.7 621.4 1,4300 7,000.2 44,2530 64,2943
Subordinated liabilities - - - - 762.4 7624
Tier one notes - - - - 2094 209.4
Other liabilities 803.5 191.1 930 16.0 339 11376
Total liabilities 33,700.7 2,7254 5,621.3 10,163.6 45,589.0 97,800.0
Net Hiquidity gap (25,364.8) (1,774.5) (3,736.2) 3,683.6 30,402.5 3,2106




37. Financial risk management (continued)

2005 After After After
3 months & months 1 year
Within but within but within but within After
3 months 6 months 1 year 5 years 5 years Total
£m fm £m fm £m fm
Assets

Cash and balances with central banks 12.1 - - - 57.1 £9.2
Derivative financial instruments 2213 88.1 107.8 7736 259.0 14498
Loans and advances to banks 5,046.8 19.5 7.5 - - 50738
Loans and advances to customers 8729 467.4 9670 94132 58,5194 70,2399
Investment securities 5759 79.5 198.9 25883 1,934,5 53771
Other assets 1014 8.0 17.0 54.4 3179 498.7
Total assets 68304 662.5 1,298.2 12,8295 61,087.9 82,708.5

Liahilities

Deposits by banks 1,231.2 816 46,0 749 1031 1,536.8
Customer accounts 15,148.5 1,394.5 2,2454 1,884.2 - 23,6726
Derivative financial instruments 110.2 67.7 1306 457.4 80.2 846.1
Debt securities in issue 89114 1,309.8 1,796.1 6,037.0 34,0803 52,1346
Subordinated liabilities - - - - 785.3 7853
Tier one notes - - - - 2239 2239
Other liabilities 588.8 161,2 735 14 729 897.8
Total liabilities 28,990.1 3,014.8 4,291.6 B8,454.9 35,345.7 80,0971
Net liquidity gap (22,159.7) (2,352.3) {2,993.4) 43746 25,7422 26114

Currency risk
Currency risk arises as a resutt of the Group having assets, liabilities and derivative items that are denominated in currencies other than sterling as a result of
normal banking activities, including wholesale funding.

In addition to raising funds through sterling money markets, capital markets and the domestic retail savings market, the Group raises funds thraugh issuing non-
sterling denominated commercial paper, certificates of deposit, medium-term debt securities (Including securitised notes and covered bonds) and retail funds.
The Group’s policy is to fully mitigate any exchange rate exposures by using cross currency swaps and forward foreign exchange contracts, or to match exposures
with assets denominated in the same currency.

The table below gives values of assets and liabilities at sterling carrying values denominated in different currencies at the balance sheet date.

2006 uss € Other Total
fm £m £m £m
Assets
Cash and balances with central banks - 286 - 286
Derivative financial instruments 04 1.5 - 1.9
Loans and advances to banks 649.7 79.1 - 7288
Loans and advances to customers 3423 2142 - 556.5
Investment securities 623.7 1,309.0 - 19327
Other assets 5.2 19 - 71
Total assets 16213 1,634.3 - 3,255.6
Liabilities
Deposits by banks 1,127.6 325.6 - 1,453.2
Customer accounts 1,044.3 1,650.0 - 26943
Derivative financial instruments - 3.0 - 30
Debt securities in issue 22,1341 23,7741 1,536.2 47,4444
Other liabilities 176.1 2296 5.3 411.0
Total liabilities 244821 25,9823 1,541.5 52,005.9
Net position (22,860.8) (24,348.0) (1,541.5) (48,750.3)
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37. Financial risk management (continued)

2005 uss € Other Total
fm im £m fm
Assets
Cash and balances with central banks - 17.9 - 17.9
Derivative financial instruments 0.5 0.9 - 1.4
Loans and advances to banks 4546 n.z - 525.8
Loans and advances to customers 2998 184.1 - 4839
Investment securities 560.0 976.1 - 1,536.1
Other assets 28 1.2 - 4.0
Total assets 1,317.7 1,251.4 - 2,569.1

Liabilities

Deposits by banks 5236 538.4 - 1,062.0
Customer accounts 3783 1,096.2 - 1,474.5
Derivative financial instruments C.1 29 - 30
Debt securities in issue 18,4503 16,696.7 653.0 35,8000
Other liabilities 102.0 1343 26 2389
Total liabilities 19,4543 18,468.5 655.6 38,5784
Net position (18,136.6) {17,217.) (655.6) (36,009.3)

Fair values of financial assets and liabilities
The following table summarises the carrying amounts and fair values of those financial assets and liabilities not presented on the Group’s balance sheet at their
fair value. Assets are presented at bid prices, whereas offer prices are used for liabilities.

Carrying value Fair value
2006 2005 2006 2005
£m £m £m fm
Financial assets
Cash and balances with central banks 956.0 69.2 956.0 69.2
Loans and advances to banks 5,621.3 50738 5,621.3 5,073.8
Loans and advances to customers 86,685.1 70,0761 84,983.7 69,087.6
Financial liabilities
Deposits by banks 2,136.2 1,536.8 2,136.0 1,536.8
Customer accounts 26,867.6 23,6726 23,866.2 23,699.8
Debt securities in issue 64,294.3 52,1346 64,294.3 52,134.6
Subordinated liabilities 762.4 7853 861.3 903.6
Tier one notes 209.4 2239 2296 245.2

Valuation methods for calculations of fair values in this table are set out below:

Cash and balances with central banks

Fair value approximates to carrying value because they have minimal credit losses and are either short term in nature or re-price frequently.
Loans and advances to banks

Fair value was estimated by using discounted cash flows applying either market rates where practicable or rates offered by other financial institutions for loans
with similar characteristics. The fair value of floating rate placements, fixed rate placements with Jess than six months to maturity and overnight deposits is their
carrying amount.

Loans and advances to customers

The Group provides loans of varying rates and maturities to customers. The fair value of loans with variable interest rates is considered to approximate to carrying
value, For loans with fixed interest rates, fair vatue was estimated by discounting cash flows using market rates or rates normally offered by the Group.

Depaosits by banks and customer accounts

Fair values of deposit liabilities repayable on demand or with variable interest rates are considered to approximate to carrying value. The fair value of fixed interest
deposits with less than six months to maturity is their carrying amount. The fair value of all other deposit liabilities was estimated using discounted cash flows,
applying either market rates or rates currently offered by the Group for deposits of similar remaining maturities.

Debt securities in issue, subordinated liabilities and tier one notes
Fair values are based on quoted prices where available, or by using discounted cash flows, applying market rates.




38.

39,

Guarantees and other financial commitments

1) The Company has an obligation under the Building Societies Act 1986, as successor company to Northern Rock Building Society, to honour the financial
commitments of its subsidiaries and associated bodies linked by resolution, incurred prior te 11 June 1996 insofar as those bodies are unable to discharge
them out of their own assets. The Company has agreed to continue this obligation in respect of liabilities of Northern Rock (Guernsey) Limited.

2) The Company has given indemnities to the National House Building Council in respect of certain of its former house building operations.

3) Capita! commitments at 31 December in respect of authorised expenditure were as follows:

Group Company
2006 2005 2006 2005
£m im £m im
Contracted for 45,9 22,0 459 220

4) Leasing commitments at 31 December in respect of annual commitments under operating leases are as follows:

Group Company
2006 2005 2006 2005
£m £m £m £m
Land and buildings
Leases which expire:
Within one year 0.2 0.1 0.2 0.1
In one to five years 0.8 08 0.8 08
Over five years is 33 38 i3
4.8 42 4.8 42
Other operating leases
Leases which expira:
Within one year - 0.1 - 0.1
In one to five years 4.0 4.1 4.0 4.1
4.0 4.2 4.0 4.2
51 Memorandum items
Group Company
2006 2005 2006 2005
£m fm £m £m
Commitments:
Irrevocable undrawn loan facilities 2,941.2 21003 29412 21003
Unpaid share capital of subsidiary company - - 15.5 15.5
2,941.2 2,1003 2,956.7 2,1158

Related party transactions

A number of banking transactions are entered into with related parties as part of normal banking business. These include loans and deposits. The volumes of
related party transactions, outstanding balances at the year end and related income and expense for the year are set out below.

Directors and key Associated
management personnel companies
2006 2005 2006 2005
im £fm £m £rm
Loans
Loans outstanding at 1 January 5.4 5.5 - -
Net amounts advanced/(repaid) 3.3 (0.1) - -
Loans outstanding at 31 December . a.7 5.4 - -
Interest income paid 0.3 0.3 - -
Deposits
Deposits outstanding at 1 January 1.8 1.4 - -
Net amounts deposited 2.6 0.4 - -
Deposits outstanding at 31 Decernber 4.4 1.8 - -
Interest income earned 0.2 0.1 - -
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39. Related party transactions (continued)

2006 2005
£m £m

Directors and key management personnel
Salaries and other short term benefits 10.6 8.2
Post-employment benefits 0.7 0.6
Share-based payments 7.8 59
19.1 14.7

The Company's total contribution payable under deed of covenant to The Northern Rock Foundation for the year ended 31 December 2006 amounted to £31.4m
(2005 £24.7m). At 31 December 2006 the commitment in respect of amounts not yet paid was £16.7m (2005 £10.0m}.

The Company owns Northern Rock (Guernsey) Limited, which operates as a retail deposit taker. The net funding borrowed by the Company from Northern Rock
(Guernsey) Limited during the year amounted to £141.1m {2005 £138.2m}.

During the year the Company received £0.2m (2005 £0.3m) from Northern Rock Mortgage indemnity Company Limited in settlement of mortgage indemnity
insurance claims.

During the year the Company borrowed a net £10,691.2m (2005 £8,732.2m) from its securitisation SPEs (see note 19), being the net proceeds from securitisation
transactions in the year.

40, Cash and cash equivalents

For the purposes of the cash flow statement, cash and cash equivalents comprise the following balances with less than three months maturity from the date of

acquisition:
CGroup Company

2006 2005 2006 2005
£m £m £m £m
Cash and balances with central banks 876.3 121 876.3 121
Loans and advances to banks 5,247.3 49341 4,832.8 4,489.0
Loans and advances to customers - 232 - 232
Investment securities 194.1 301.7 194.1 307
6,317.7 5271 5,903.2 4,826.0

41, Events after the balance sheet date

On 24 January 2007, the Group issued a further £6.1 billion of securitised notes, secured against loans and advances on residential properties, from the Granite
Master Issuer programme.

The Directors are of the opinion that there have been no other significant events which have occurred since 1 January 2007 to the date of this report that are
likely to have a material effect on the Group's financial position as disclosed in these accounts.

42. Adoption of IAS 32 and IAS 39

Details of the impact of the adoption ¢f IAS 32 and IAS 39 with effect from 1 January 2005 are included in note 46 of the 2005 Annual Report and Accounts.
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31 December UL

Results for 2002 and 2003 are presented under UK GAAP in existence at 31 December 2004. Results for 2004 to 2006 have been prepared using International
Financial Reperting Standards (“IFRS™) as approved by the International Accounting Standards Board. Certain of these IFRS were anly effective from 1 January
2005, and therefore were not used 1o restate the 2004 statutory based results. The 2004 statutory results presented therefore reflect only those standards which
permitted or required retrospective adoption, reflecting the voluntary exemptions of IFRS1.

As a result of some IFRS not being required to be implemented untit 1 January 2005, to aid comparabitity of future results with those of 2004, 2004 results were
also prepared on a proforma basis, incorporating the impact of IFRS where it was possible to determine what the impact would have been if the accounting
changes had been effective in 2004, The proforma results shown for 2004 included the impacts of changes to accounting rules relating to effective interest rate
and the reclassification of certain financial instruments from debt to equity, but excluded the effects of hedge accounting under IFRS which differs from that
applied under UK GAAP.

The 2005 statutory results included the full effects of the introduction of fair value and hedge accounting following the adoption of IAS 32 and 39 with effect
from 1 January 2005, An underlying set of results for 2005 and 2006 have also been presented which reflect management's view of the underlying results
excluding the effects of fair value volatility and hedge ineffectiveness in order to provide a clearer representation of the underlying performance of the Group.

Further explanation of the proforma and underlying results is provided in the Operating and Business Review on pages 34 to 54.
2002 2003 2004 2004 2005 2005 2006 2006

Statutory  Proforma  Statutory Underlying Statutory Underlying
{unaudited)

Net interest income fm 391.2 450.7 466.9 6127 7523 706.8 849.1 823.0
Other income and charges fm 165.8 209.0 2523 111.8 129.0 129.0 1528 1528
Net hedge ineffectiveness and other

unrealised fair value gains and losses £m - - - - {56.4) - 149 -
Total income £m 561.0 659.7 719.2 724.5 8249 B35.8 1,016.8 9758
Operating expenses — ongoing fm 169.8 194.5 218.3 2169 249.4 2494 277.5 277.5
Operating expenses — nen-recurring’ Em 23 56 - - - - - -
Operating expenses - amortisation

of goodwill £m 1.5 36 - - - - - -
Covenant to The Northern Rock

Foundation £m 16.3 19.3 216 221 247 25.2 314 29.4
Impairment losses on loans and advances  £m 43,1 48.7 485 48.5 56.6 56.6 81.2 81.2
Amounts written off fixed asset

investments £m 26 14 {4.5) (4.5) - - - -
Profit before taxation fm 3254 386.6 4353 4415 494.2 504.6 626.7 587.7
Income tax expense £m 96.5 1122 1258 127.7 144.9 1479 183.7 172.2
Profit for the year £m 2289 2744 309.5 3138 349.3 356.7 443.0 415.5
Attributable to:
Appropriations fm - - - 426 486 48.6 485 485
Profit attributable to equity shareholders  £m 2289 274.4 309.5 N2 300.7 308.1 3945 367.0
Total assets? £m 41,875 51,944 64,881 64,711 82,709 81,057 101.0M 100,468
Growth in total assets % 35 24 25 25 28 25 22 24
Average interest earning assets fm 36,036 46,435 57,071 57,222 72,730 72,730 88,788 88,788
Mean assets £m 36,482 46,909 58,415 58,261 73,710 72,884 91,860 90,762
Retail deposits £m 15,336 15,343 17,290 17,290 20,104 20,104 22,631 22,631
Equity shareholders' funds £m 1,165 1,340 1,538 1,389 1,576 1,576 2,175 2,175
Total capital ratio % 15.5 14,3 140 135 123 12.3 116 1.6
Tier 1 ratio % 91 9.0 8.7 B.O 77 7.7 8.5 8.5
Gross lending £m 12,584 17,315 23,342 23,342 26,879 26,879 32,989 32,989
Net lending £m 6,597 8514 12,932 12,932 14,555 14,555 16,621 16,621
Loan balances acquired £m 1,544 - - - - - - -
Increase in retail balances fm 773 1,007 896 896 2,809 2,809 2,527 2,527
Retail balances acquired fm 1,193 - - - - - - -
Increase in profit after tax* % 18 20 na n\a 11 14 N 19
Net interest margin % 1.09 097 0.82 1.07 1.03 0.97 0.96 0.93
Total income : mean assets % 1.54 1.41 1.23 1.24 1.12 1.15 1.1 1.08
Operating expenses’ total income* % 303 298 304 299 302 298 27.3 284
Operating expenses®: mean assets % 0.47 041 037 0.37 0.34 0.34 0.30 0.31
Impairment charge as % of mean

advances to customers % 0.19 0.19 0.10 0.10 0.09 0.09 0.10 0.10
Post-tax return on mean equity® % 20.8 219 216 209 203 208 235 219
Post-tax return on mean risk weighted

assets® % 143 1.49 1.45 1.2% 1.23 1.26 1.38 1.28
Earnings per Ordinary Share p 554 66.6 749 65.7 725 743 94.6 881

1. Non-recurring costs represent
2002 - non-recurring costs incurred in relation to the acquisition of the banking subsidiaries of Legal & General
2003 - non-recurring costs incurred in relation to the closure of certain branches
2, Total assets for 2002 and 2003 represent assets under management, which comprised total balance sheet assets plus non-recourse finance. There is no
difference between total assets and assets under management from 2004
3. Before non-recurring costs
4. Before surplus on sale of credit card portfolio of £7.3 million in 2003
5. Post-tax returns are calculated by reference to profit attributable to equity shareholders

2005 statutory and underlying ratios are calculated with reference to proforma profit, asset and equity figures for 2004 where applicable.The profit growth ratio for
2004 has not been calculated as 2003 results have not been restated under IFRS.
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2008

30 January 2008

22 April 2008

23 April 2008

25 April 2008

23 May 2008

23 july 2008

24 September 2008

26 September 2008

24 Qctober 2008

Preliminary results for the year ended 31 December 2006
Annual General Meeting
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Record date for final dividend

Payment date for final dividend
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Ex-dividend date for interim dividend for 2007

Record date for interim dividend

Payment date for interim dividend

Preliminary results for the year ended 31 December 2007
Annual General Meeting

Ex-dividend date for final dividend for 2007 (provisional)
Record date for final dividend (provisional)

Payment date for final dividend

Interim results for half year to 30 June 2008

Ex-dividend date for interim dividend for 2008 (provisional)
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THIS DOCUMENT 15 IMPORTANT
AND REQUIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt about its contents or the action you should
take, you should immediately consult your stockbroker, solicitor,
accountant, bank manager or other independent financial adviser
authorised under the Financial Services and Markets Act 2000,

If you have sold or transferred all of your ordinary shares in
Narthern Rock plc, you should pass this document and other
enclosures to the person through whom the sale or transfer was
effected for transmission to the purchaser or transferee.




northern rock

Northern Rock ple

{Registered in England and Wales No, 3273685)

Registered Office:
Northern Rock House
Cosforth

Newcastle upon Tyne
NE3 4PL

8 March 2007
Dear Shareholder,
ANNUAL GENERAL MEETING 2007

The Annual Ceneral Meeting of Northern Rock ple (the Company) will be held at the Marriott Gosforth Park
Hotel, High Gosforth Park, Newcastle upon Tyne, NE3 SHN on Tuesday, 24 April 2007 at 11.30 am.

The Notice of Meeting is set out on pages 5 to 7 of this document.

Resolution Nos. 1 to 10, 16 and 17

These resolutions, which are deemed to be routine business, relate to matters commonly considered at annual
general meetings of listed companies and are explained in the notes on pages 10 to 14, Brief biographical details
of those directors who are proposed for etection and re-election (Resolutions 4 to 8) appear on page 24 of

this document.

Resolution Nos. 11 and 12: Proposals to replace existing employee share option plans

Northern Rock is strongly committed to encouraging employees at all levels to participate in share schemes,
thus aligning their interests with yours as shareholders. The existing Northern Rock Employee Share Option
Scheme and Sharesave Scheme expire in April 2008 and August 2007 respectively.

Your approval is therefore sought for:

() areplacement HM Revenue & Customs (*HMRC"} approved Company share option plan - the Narthern
Rock Company Share Option Plan 2007 — under which it is anticipated that options will be granted to all

eligible employees {excluding Executive Directors and other senior executives); and

(i) a replacement HMRC approved savings related share option plan — the Northern Rock Savings Related Share
Option Plan 2007 - under which it is anticipated that options will be offered to all eligible employees of the
Company.




Resolution Nos. 13 and 14: Proposals to introduce two new long-term incentive arrangements for

senior executives
The Company's Remuneration Committee has recently undertaken a comprehensive review of the Company's
long-term incentive arrangements. The main conclusion of that review was that shareholder approval should be

sought for the introduction of two new long-term incentive arrangements for senior executives.

Your approval is therefore sought for the introduction of a new long term incentive plan - the Northern Rock
Long Term Incentive Plan 2007 - to replace the Company's existing long term inczntive plan which expires in
2008 and the introduction of the Northern Rock Share Matching Plan 2007, which is a new plan that effectively

replaces the Company's existing bonus matching plan.

Resolution No. 15: Authority to offer scrip dividend

The Notice of Annual General Meeting contains a resolution authorising the Directors to offer a scrip dividend
alternative in respect of the whole (or such part to be determined by the Directors) of all or any dividends
declared in the next five years. This would allow shareholders the right to receive new ordinary shares instead of
some or all of any cash dividends declared within that period. The Directors have no current intention of
offering a scrip dividend alternative but would like to have the flexibility to do so in the future and to consider,
at the same time, the introduction of a Dividend Re-investment Plan (DRIP) for skareholders.

Resolution No. 18: Adoption of new Articles of Association

Amendments to the Company's Articles are now needed in the light of the Companies Act 2006, in particular
to allow the Company to take advantage of the new provisions on electronic communications with shareholders.
The Directors consider that it is appropriate to update the Articles, and to do so by adopting new Articles,

Resolution No. 19; Authority to purchase own shares

At last year’s Annual General Meeting a resolution was passed authorising the Company to make market
purchases of its own shares as permitted by Article 53 of the Company's Articles of Association {the Previous
Authority). The Directors consider it appropriate for the authority to be renewed. The renewal authority, which
is set out in Resolution 19, is expressed to run from the date Resclution 19 is passed until the Company’s next
Annual General Meeting or 18 months from the date Resolution 19 is passed, whichever is earlier, and limits the
total number of ordinary shares which can be purchased pursuant to the authority to 10% of the Campany’s
issued ordinary share capital. In addition, the Company may also purchase all of its issued preference shares.
The price paid for an ordinary share purchased pursuant to the authority must not exceed 105% of the average
of the middle market quotations for an ordinary share in the Company as derived from the London Stock
Exchange's Daily Official List for the five business days immediately preceding the date on which the ordinary
share is purchased and must not be less than 25 pence per ordinary share, Purchases will only be made on the
London Stock Exchange and only in circumstances where they are, in the opinion of the Directors, in the best
interests of the Company. The Directors intend to seek renewal of this authority at subsequent Annual General

Meetings.




Resolution No. 20: Approval of a contingent share purchase contract and authority to purchase
Foundation Shares

At last year’s Annual General Meeting, shareholders approved a contingent share purchase contract (the
Previous Contingent Share Purchase Contract) which permitted the Company to purchase a proportionate
number of Foundation Shares as and when ordinary shares were purchased pursuant to the Previous Authority.
These purchases of Foundation Shares were to be made in order to maintain The Northern Rock Foundation's
{the Foundation) shareholding at just under 15% of the issued share capital of the Company. As the Previous
Contingent Share Purchase Contract only permits the Company to purchase Foundation Shares following a
purchase of ordinary shares made pursuant to the Previous Authority, Resolution 20 will be proposed to
approve a new contingent share purchase contract which would permit the Company to purchase a
proportionate number of Foundation Shares as and when ordinary shares are purchased pursuant to the
authority sought by Resolution 19.

Any purchase of Foundation Shares under the new contingent share purchase contract would only be made as
and when the Company has purchased ordinary shares pursuant to the authority sought by Resolution 19 in

order to maintain the Foundation's shareholding at just under 15% of the issued share capital of the Company.
Each of these resolutions is explained in the notes on pages 10 to 14.

Action to be taken

Enclosed is a form of proxy for use at the Annual General Meeting. If you do not intend to be present at the Annual
Ceneral Meeting, please complete, sign and return the form of proxy as soon as possible {and, in any event, so as
to be received not later than 11.30 am on Sunday, 22 April 2007), in accordance with the instructions printed on

it. Completion of the form will nat preclude you from attending and voting in person if you so wish.

In addition to returning your form of proxy by post, you may also appoint a proxy via our shareholder website.
For CREST participants, we have introduced CREST proxy appointment. Details of these choices appear on
page 8 of this document.

If you have received more than one mailing of this Notice of Annual General Meeting, this is because currently

you are the first named shareholder in respect of more than one shareholding.

Please note that if your dividends are paid directly to a bank or building society account, a tax voucher
for the 2006 dividend payments on your Northern Rock plc shares is attached to your form of proxy or
form of direction. Please keep this voucher safe as you may be required to supply the information to H M

Revenue & Customs.

Recommendation
The Directors consider that all the resolutions to be proposed at the Annual General Meeting are in the best

interests of the Company and its shareholders as a whole and recommend that you vote in favour of the




resolutions set out in the Notice of Annual General Meeting. The Directors intend to do so in respect of their
own beneficial holdings.

CLASS MEETING OF HOLDERS OF ORDINARY SHARES 2007
A separate general meeting of the holders of ordinary shares in the Company will be held at the Marriott
Gosforth Park Hotel, High Gosforth Park, Newcastle upon Tyne, NE3 S5HN on Tuesday, 24 April 2007

commencing immediately after the conclusion of the AGM of the Campany to be held at the same venue.
The Notice of Meeting is set out on page 25 of this document.

Resolution A: Consent to Modification of Class Rights

The Notice of the Annual General Meeting of the Company contains a resolution {number 16) authorising the
Directors to allot relevant securities of the Company. This would allow the Directors to allot preference shares,
which would rank in priority to ordinary shares both in respect of a dividend and in respect of capital on a
winding up of the Company. Under the terms of the Articles of the Company, an allotment of preference shares
requires the consent of holders of ordinary shares as a class. The extraordinary resolution proposed in
Resolution A gives this consent. It is not currently the Directors’ intention to allot any preference shares but

they would like to have this flexibility.

Action to be taken

The enclosed form of proxy contains a resolution (Resolution A} to be proposed at the general meeting of the
holders of ordinary shares in the Company. If you do not intend to be present at the separate general meeting,
please complete, sign and return the form of proxy as soon as possible (and, in any event, so as to be received
not later than 11.30 am on Sunday, 22 April 2007}, in accordance with the instructions printed on it.

Completion of the form will not preclude you from attending and voting in person if you so wish.

In addition to returning your form of proxy by post, you may also appoint a proxy via our shareholder website.
For CREST participants, we have introduced CREST proxy appointment. Details of these choices appear on page
26 of this Notice of Meeting.

Recommendation

The Directors consider that the resolution to be proposed at the general meeting of the helders of ordinary
shares in the Company is in the best interests of the Company and of its ordinary shareholders and recommend
that you vote in favour of the resolution set out in the Notice of the separate general meeting. The Directors

intend to do so in respect of their own beneficial holdings.

Yours faithfully

Dr Matthew White Ridley Chairman
4




Notice of Annual General Meeting

NOTICE 1S HEREBY GIVEN THAT the Annual
General Meeting of Northern Rock ple will be held
at the Marriott Gosforth Park Hotel, High Gosforth
Park, Newcastle upon Tyne, NE3 5HN on Tuesday,
24 April 2007 at 11.30 am for the following

purposes:

Qrdinary Resolutions:

1. To receive the report of the Directors and the
audited accounts for the year ended 31 December
2006.

2. To approve the Directors’ Remuneration Report
as set out in the 2006 Report and Accounts.

3. To declare a final dividend of 25.3 pence per

ordinary share.

4. To re-elect Keith McCallum Currie as a Director
of the Company.

5. To re-elect Andy Menze Kuipers as a Director of

the Company.

6. To elect David Andrew Jones as a Director of
the Company.

7. To re-elect Nichola Pease as a Director of the

Company.

8. To re-elect Nicholas Adam Hodnett Fenwick as a

Director of the Company.

9. To re-appoint PricewaterhouseCoopers LLP as

auditors for a further year.

10. To authorise the Directors to determine the

remuneration of the auditors.

11. THAT the rules of the Northern Rock Company
Share Option Plan 2007, the main features of which
are summarised in Appendix 1 to this Notice and
the draft rules of which are produced to the

Meeting and initialled by the Chairman for the
purposes of identification, be and are hereby
approved and adopted by the Company and the
Directors be and are hereby authorised to carry the
same into effect with such amendments to the draft

rules as they consider necessary or desirable.

12. THAT the rules of the Northern Rock Savings
Related Share Option Plan 2007, the main features
of which are summarised in Appendix 1 to this
Notice and the draft rules of which are produced to
the Meeting and initialled by the Chairman for the
purposes of identification, be and are hereby
approved and adopted by the Company and the
Directors be and are hereby authorised to carry the
same into effect with such amendments to the draft

rules as they consider necessary or desirable.

13. THAT the rules of the Northern Rock Long
Term Incentive Plan 2007, the main features of
which are summarised in Appendix 2 to this Notice
and the draft rules of which are produced to the
Meeting and initialled by the Chairman for the
purposes of identification, be and are hereby
approved and adopted by the Company and the
Directors be and are hereby authorised to carry the
same into effect with such amendments to the draft

rules as they consider necessary or desirable.

14. THAT the rules of the Northern Rock Share
Matching Plan 2007 the main features of which are
summarised in Appendix 2 to this Notice and draft
rules of which are produced to the Meeting and
initialled by the Chairman for the purposes of
identification, be and are hereby approved and
adopted by the Company and the Directors be and
are hereby authorised to carry the same into effect
with such amendments to the draft rules as they

consider necessary or desirable.
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15. THAT the Directors be and hereby are

authorised and empowered:

(a) to exercise the power contained in Article 147.1
to offer ordinary shareholders the right to elect to
receive new ordinary shares of the Company, which
are credited as fully paid, instead of cash in respect
of the whole {or some part to be determined by
the Directors) of all or any dividends declared
during the period from the date of passing of this
resolution to the date of the Annual Ceneral
Meeting in 2012; and

{b} to appropriate out of the amount for the time
being standing to the credit of any reserve or fund
{(including without limitation the profit and loss
account), a sum egual to the aggregate nominal
amount of the additional shares to be allotted
pursuant to elections made as aforesaid, and to
apply such sum in paying up in full the appropriate
number of unissued shares and 1o allot and issue
such shares to members of the Company who have

validly so elected.

16. THAT in substitution for all previous authorities
conferred upon the Directors to allot relevant
securities of the Company but without prejudice to
the continuing authority of the Directors to allot
relevant securities pursuant to an offer or
agreement made by the Company before the
revacation of the authority pursuant to which such
offer or agreement was made, the authority
conferred on the Directors by Article 10.1 of the
Company's Articles of Association shall apply for
the period commencing on the date of the passing
of this Resolution and shall expire, unless renewed,
on 23 April 2012 and for that period the section
80 amount shall be £41,325,958.

Special Resolutions:

17. THAT subject to the passing of Resolution 16 in
the Notice of this Meeting, the power conferred on
the Directors by Article 10.2 of the Company’s
Articles of Association shall apply for the period
commencing on the date of passing of this
Resolution and shall expire, unless renewed, on the
expiry or termination of the authority conferred on
the Directors pursuant to Resolution 16 in the
Notice of this Meeting and for that period the
section 89 amount shall be £5,265,325.

18. THAT the regulations in the form produced to
the Annual General Meeting and initialled for the
purposes of identification by the Chairman of the
Meeting be adopted as the new Articles of
Association of the Company, in substitution for and
to the exclusion of the existing Articles of
Association of the Company, with effect from the

conclusion of the Meeting,

19. THAT pursuant to Article 53, the Company be
and is hereby granted general and unconditional
authority for the purposes of section 166 of the
Companies Act 1985 to make one or more market
purchases {within the meaning of section 163(3) of
the Companies Act 1985) of ordinary or preference
shares of 25p each in its capital provided that:

a) the maximum aggregate number of preference
shares hereby authorised to be purchased is
400,000 (representing all of the Company's issued

preference shares as at 31 December 2006);

b) the maximum aggregate number of ordinary
shares hereby authorised to be purchased is
42,122,600 (representing 10% af the
Company’s issued ordinary share capital as at
31 December 2006):
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¢} the minimum price (exclusive of expenses) which
may be paid for such shares is 25p per share
(being the nominal value of an ordinary or

preference share);

d) the maximum price (exclusive of expenses)
which may be paid for each such share is the higher
of (i} an amount equal to 105% of the average of
the middle market quotations for an ordinary share
in the Company as derived from the London Stock
Exchange’s Daily Official List for the five business
days immediately preceding the date on which the
ordinary share is contracted to be purchased; {ii)
an amount equal to the higher of the price of the
last independent trade of an ordinary share and the
highest current independent bid for an ordinary
share as derived from the London Stock Exchange
Trading System; and (jii) in the case of preference

shares, the amount originally paid upon such share;

€} unless previously renewed, varied or revoked,
the authority hereby conferred shail expire at the
conclusion of the Company’s next Annual General
Meeting or 18 months from the date of passing of

this Resolution, whichever is earlier; and

fy the Company may make a contract or contracts
to purchase ordinary or preference shares under
the authority hereby conferred prior ta the expiry
of such authority which will or may be executed
wholly or partly after the expiry of such authority
and may make a purchase of ordinary or preference
shares in pursuance of any such contract or

contracts.

20.THAT the contingent share purchase contract
between the Company and The Northern Rock
Foundation (a draft of which is produced to the
Meeting and initialled by the Chairman for the
purposes of identification), providing for the
purchase by the Company of fully paid Foundation
Shares in the share capital of the Company at such
times and at such prices and in such numbers and
otherwise on the other terms set out in such
contract, be and is hereby approved and authorised
generally (including, without limitation. for the
purposes of sections 164 and 165 of the
Companies Act 1985) but so that such approval
and authority, unless previously renewed, varied or
revoked, shall expire 18 months from the date of

passing of this Resolution.

By order of the Board
Colin Taylor
Secretary

8 March 2007

Registered Office:
Northern Rock House
Gosforth

Newcastle upon Tyne
NE3 4PL




Notes

1. Registered members (shareholders) who are
unable to attend the Meeting may appoint one or
more proxies {who need not be a member of the

Company) by:

(3) completing and returning the proxy form
enclosed in this pack to the Company’s Registrar
at Capita IRG Plc, The Proxy Processing Centre,
Telford Road, Bicester, OX26 4LD;

{(b) (i} going to www.shareregistrars-
northernrock.co.uk and following the
instructions provided. Members will need
the Investor Code printed on the form of
proxy or form of direction accompanying

this Notice; or

i) if you are a user of the CREST system
¥ Y’
(including CREST Personal Members), having
an appropriate CREST message transmitted.

IMPORTANT: In any case your instructions or
proxy form must be received by the Company’s
registrar no later than 11.30 am on Sunday,

22 April 2007

Registered members who return completed proxy
forms are not precluded, if they subsequently so
wish, from attending and voting in person at the

Meeting.

To appoint a proxy or to give or amend an
instruction to a previously appointed proxy via the
CREST system, the CREST message must be
received by Capita Registrars (ID RA10) not later
than 11.30 am on Sunday, 22 April 2007. Such
messages cannot be sent on weekends or on other
days when the CREST system is closed (such as
public holidays) or after 8.00 pm. For this purpose,
the time of receipt will be taken to be the time (as

determined by the timestamp applied to the
message by the CREST Applications Host) from
which Capita Registrars is able to retrieve the
message. After this time any change of instructions
to a proxy appointed through CREST shoutd be
communicated to the proxy by other means, CREST
Personal Members ar other CREST sponsored
members, and those CREST Members who have
appointed voting service provider({s) should
contact their CREST sponsor or voting service
provider(s) for assistance with appointing proxies
via CREST. For further information on CREST
procedures, limitations and system timings, please
refer to the CREST Manual. We may treat as invalid
a proxy appointment sent by CREST in the
circumstances set out in Regulation 35(5)(a) of
the Uncertificated Securities Regulations 2001.

Further details on the appointment of proxies
are given in the notes to the proxy form

enclosed with this pack.

2. All of the items listed below are available for
inspection at the registered office of the Company
during normal business hours on any weekday
(Saturdays, Sundays and public holidays excepted).
However, items {c) (d} and (j) are available for
inspection from, in the case of items (c} and (j),
the date of this Notice until {and including) the
date of the Annual General Meeting and. in case of
item {d} from Monday, 9 April 2007 until {and
including) the date of the Annual General Meeting.

Items {d) and {j) are also available at the offices of
Freshfields Bruckhaus Deringer, 65 Fleet Street,
London EC4Y 1HS, during normal business hours
on any weekday (Saturdays, Sundays and public
holidays excepted) from, in the case of item (j}, the
date of this Notice until {(and including) the date of
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the Annual General Meeting and, in the case of
item {d} from Monday, 9 April 2007 until (and
including) the date of the Annual General Meeting.

ltems {fy and (g) below wilt be available for
inspection at KPMG LLP at 8 Salisbury Square,
London EC4Y 8BB during normal business hours
on any weekday (Saturdays and English public
holidays excepted) from the date of this Notice
until the close of the Annual General Meeting.

Items {h) and (i) below will also be available for
inspection at the New Bridge Street Consultants
LLP at 20 Little Britain, London EC1A 7DH during
normal business hours on any weekday (Saturday
and English public holidays excepted) from the date
of this Notice until the close of the Annual General
Meeting.

In addition all of the following will be available at
the Marriott Gosforth Part Hotel, High Gosforth
Park from 10.30 am on the day of the Annual
Ceneral Meeting and during the Meeting:

(a} copies of the Directors” service contracts;

(b) the register of the interests of the Directors
and connected persons in the share capital of the

Company;

{c) a statement containing particulars of loans and
quasi-loans made by the Company in favour of the

Directors and connected persons;

(d} a draft of the contract proposed to be entered
into between the Company and The Northern Rock
Foundation referred to in Resolution 20 set out in
this Notice and relating to the purchase of
Foundation Shares by the Company from The

Narthern Rock Foundation;

() copies of the terms and conditions of

appointment of the Non-Executive Directors;

{f) the draft rules of the Northern Rock Company
Share Option Plan 2007;

(&) the draft rules of the Northern Rock Savings
Related Share Option Plan 2007,

{h) the draft rules of the Northern Rock Long Term
Incentive Plan 2007,

(i) the draft rules of the Northern Rock Share
Matching Plan 2007; and

(i) a copy of the existing Articles of Association of
the Company together with a copy of the new
Articles of Association proposed to be adopted by
the Company pursuant to Resolution 18 set out in
this Notice.

3. Only those shareholders on the register of
members as at 11.30 am on Sunday, 22 April 2007
shall be entitled to attend or vote at the Annual
General Meeting in respect of the number of shares
registered in their name at that time. Changes to
entries an the register of members after 11.30 am
on Sunday, 22 April 2007 will be disregarded in
determining the rights of any person to attend or

vote at the Meeting.




Explanatory Notes

Resolution No. 1: Report and Accounts

The Directors must present to shareholders at the
Annual General Meeting the Report of the
Directors and the Accounts of the Company for the
year ended 31 December 2006. The Report of the
Directors, the Accounts, and the Report of the
Company's Auditors on the Accounts are contained
within the Annual Report and Accounts and, in an
abbreviated form, in the Summary Financial

Statement.

Resolution No. 2: Approval of the Directors’
Remuneration Report

The Directors’ Remuneration Report Regulations
2002 require that the Directors’ Remuneration
Report of listed companies be put to a shareholder
vote each year. The shareholder vote will be

advisory only.

The Board is therefore asking shareholders to
approve the Directors’ Remuneration Report as set
out on pages 19 to 30 of the 2006 Report and
Accounts of the Company at the Annual General

Meeting this year.

Resolution No, 3: Declaration of final dividend
Final dividends must be declared by shareholders,
but must not exceed the amount recommended by
the Directors. By passing this Resolution,
shareholders may declare the final dividend of
25.3 pence per ordinary share recommended by

the Directors.

Resolution Nos. 4 to 8: Election and re-election
of Directors

The Company's Articles of Association require that
all Directors should be subject to re-election at
intervals of no more than three years. In
accordance with the Articles of Association,

Nichola Pease, Adam Fenwick, Keith McCallum

10

Currie and Andy Menze Kuipers are retiring by
rotation. All the retiring Directors are seeking

re-election at the Meeting.

In addition David Andrew Jones has been appointed
to the Board as Executive Director since the date of
the last Annual General Meeting and is also seeking

election at the Meeting

Pursuant to good corporate governance as it
relates to Non-Executive Directors, the Chairman
confirms that following formal, rigorous
performance evaluation of those Non-Executive
Directors offering themselves for re-election, the
performance of Nichola Pease and Adam Fenwick
continues to be effective and they cantinue to

demonstrate commitment to their roles.

Resolution Nos. 9 and 10: Re-appointment and
Remuneration of auditors

It is a requirement thal the auditors of a Company
are re-appointed at each general meeting at which
accounts are presentecl. Following a formal
recommendation by the Audit Committee that
PricewaterhouseCoopers LLP should be re-
appointed, Resolution 9 therefore proposes their
re-appointment as the Company's auditors for a
further year. In accordance with standard practice,
Resolution 10 proposes that the Directors be

authorised to determine the auditors’ remuneration.

Resolution No.11: Northern Rock Company
Share Option Plan 2007

The Directors seek your approval to introduce the
Northern Rock Company Share Option Plan 2007
{the “Option Plan"). The Option Plan will be
submitted to HMRC for approval under the
provisions of the Income Tax (Eamings and Pensions)
Act 2003 ("ITEPA") and will confer potentially

beneficial tax treatment on option holders.
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Under the Option Plan options up to the statutory
limit of £30,000 (measured in terms of the market
value of the shares under option as at the date of
grant) may be granted to employees (excluding
Executive Directors and other senior executives)
who are nominated for participation. It is intended
to grant options to all eligible employees. Options
will normally be exercisable between the third and
tenth anniversaries of their date of grant. The
principal terms of the Option Plan are summarised

in Appendix 1 to this document.

Resolution No.12: Northern Rock Savings
Related Share Option Plan 2007

The Directors seek your approval to intraduce the
Northern Rock Savings Related Share Option Plan
2007 (the “Sharesave Plan"}. The Sharesave Plan
will be submitted to HMRC for approval under the
provisions of ITEPA and will confer potentially

beneficial tax treatment on option helders.

Under the Sharesave Plan participation will be
offered to all eligible employees (including
Executive Directors and other senior executives).
Eligible employees will enter into a savings contract
to save and deposit a regular sum each month for
three or five years of not less than £5 nor more
than £250 and can exercise options after 3, 5 or 7
years. The principal terms of the Sharesave Plan are
summarised in Appendix 1 to this document.

Resolution No. 13 and Resclution No. 14:
Northern Rock Long Term Incentive Plan 2007
and the Northern Rock Share Matching

Plan 2007

Following a comprehensive review of the Company's
long-term incentive arrangements, the Directors
seek your approval to intreduce two new long-term
incentive arrangements, the Morthern Rock Long
Term Incentive Plan 2007 (the “LTIP") and the

Northern Rock Share Matching Plan 2007 (“the
SMP™). The LTIP will replace the Company's existing
long-term incentive plan which expires in 2008 and
will largely mirror the existing plan. It has been
updated to reflect best practice and will offer
increased flexibility for the Remuneration
Cammittee to make competitive awards in the
future if it deems it appropriate to do so. The SMP
is a new plan that will allow executives to voluntarily
pledge shares to the SMP up to the value of their
after tax short term bonus in return for a potential
share match of two Northern Rack shares for every
share so pledged. The SMP effectively replaces the
Company's existing bonus matching plan but does
have significantly more challenging performance
conditions, Summaries of the principal terms of
both the LTIP and the SMP are set out in Appendix
2 to this document.

Resolution No. 15: Scrip Dividend Alternative
Resolution 15 seeks to give the Directors, for five
years, the authority to offer ordinary shareholders
the right to choose to receive ordinary shares
instead of some or all of any cash dividends
declared within that period. Like many other major
companies, Northern Rock would like to be able to
offer shareholders the option of receiving new
ordinary shares instead of cash in respect of the
whole (or part) of all or any dividends over the
next five years, The benefits of a scrip dividend
plan are that it enables shareholders to increase
their shareholdings in a simple manner, without
paying dealing costs, by electing to receive
dividends in shares rather than cash. It also enables
the Company to retain cash in the business which
would otherwise be paid out as a dividend. It is not
currently the Directors’ intention to offer such an
alternative but they would like to have this
flexibility.
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Resolution No, 16: Allotment of shares

Under the Companies Act 1985, the Directors of
the Company may only allot unissued shares of the
Company or certain rights to acquire such shares
(relevant securities) if authorised to do so by the
members in general meeting. The existing authority
{the existing section 80 autherity), was conferred
on 25 April 2006, and although it would not
ordinarily expire unti! 24 April 2011 the Board is
secking to replace the existing section 80 authority
with a new authority to allot relevant securities up
to an aggregate nominal amount of £41,329,958.
This amount represents the aggregate amount
required to allot (a) relevant securities equivalent
to a further one-third of the Company's total share
capital in issue as at 28 February 2007, and (b) the
number of additionat Foundation Shares which the
Company may be required to issue consequent
upon the allotment referred to in (a). The authority
sought by this Resolution will last for a period of 5
years. The Directors intend to seek annual renewal
of this authority, as appropriate, at each
subsequent Annual General Meeting. This is in
accordance with recommended market practice.
The Directors may issue relevant securities under
the employee share schemes, which are not subject
to the above statutory restrictions, Otherwise,
there are presently no plans to allot any other

relevant securities.

Resolution No. 17: Disapplication of
pre-emption rights

The Directors were empowered on 25 April 2006 to
make limited allotments of unissued equity shares of
the Company or certain rights to acquire such
shares (equity securities} for cash other than in
accordance with the statutory pre-emption rights,
which require a Company to offer all allotments of

equity securities for cash proportionately to existing

i2

shareholders first (the existing section 8%
disapplication). By replacing the existing section 80
authority, the existing section 89 disapplication will
automatically be revoked. Therefore, the Directors
are seeking to renew this power. This will continue
to provide the Directors with the flexibility to act in
the best interests of shareholders when

opportunities arise, so that:

(a) the Company can follow normal practices in the

event of a rights issue. and

(b) equity securities may be issued wholly for cash
(other than pursuant to a rights issue) up to a
maximum of 5 per cent of the Company's total
ordinary share capital in issue as at 28 February
2007.

There are presently no plans to allot equity
securities wholly for cash otherwise than in
connection with the employee share schemes.
Shares allotted under an employee share scheme

are not subject to statutory pre-emption rights.

The power sought by this Resolution will last until
the expiry or termination of the authority conferred
on the Directors pursuant to Resolution 16 above.
The Directers intend to seek annual renewal of this
power, as appropriate, at each subsequent Annual
General Meeting. This is in accordance with
recommended market practice.

Resolution No. 18: Amendments to the Articles
of Association

The Companies Act 2006 received Rayal Assent on
8 November 2006. Most of its 1300 sections will
be brought into force during 2007 and 2008, and
neither the final implementation timetable nor the
transitional provisions had been finalised at the

time of going to press. However, some provisions
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have commencement dates in 2007. These include
sections 1043 to 1048, and schedules 4 and 5, of
the Act, which deal with communications between a
company and its shareholders and came into force
on 20 January 2007, Companies were previously
allowed to use website publication as a means of
providing documents to a shareholder provided
that they had the explicit consent of that
shareholder to do so. The new Act allows a
company to deem shareholders to have given
consent to website communication if the
shareholder is asked for such consent and does not
reply within 28 days. A shareholder may if he
wishes revoke consent so deemed to have been
given at any time. This power is subject either to a
shareholder resolution allowing it to be used or to

provision in the articles of the company.

The Directors believe that making provision for
deemed consent in the Articles of the Company will
make communications with shareholders very much
easier. This would significantly reduce both the
administrative burden on the Company and may
lead to a reduction in the Company's printing and
postage costs, as well as lessening the

environmental impact by reducing paper usage.

Other proposed amendments to the Articles
include changes to certain defined terms
necessitated by the Companies Act 2006, and the
correction of minor typographical errors.

Resolution No. 19: Authority to purchase own
shares

This Resolution, which will be proposed as a special
resolution, renews the autharity granted at last
year's Annual General Meeting which expires on the
date of the Company’s forthcoming Annual General
Meeting. The Resolution seeks to give the

Company authority to make market purchases of up

to an aggregate of 42,122,600 ordinary shares of
25 pence each {10% of the issued ordinary shares
at 31 December 2006} at a price not exceeding
the higher of (i} 105% of the middle market
quotation of the ordinary shares in the 5 business
days preceding such purchase and (i) an amount
equal to the higher of the price of the last
independent trade of an ordinary share and the
highest current independent bid for an ordinary
share as derived from the London Stock Exchange
Trading System, but at a price not below 25 pence

per ordinary share.

Purchases will only be made on the London Stock
Exchange and only in circumstances where they are,
in the opinion of the Directors, in the best interests
of the Company. Such purchases will be financed
out of distributable profits and will only be made in
circumstances which, in the opinion of the
Directors, should result in an improvement in
earnings per share. Any ordinary shares purchased
in this way will be cancelled and the number of

ordinary shares in issue will be accordingly reduced.

As at 31 December 2006 no market purchases of
shares had been made under the authority given at
last year's Annual General Meeting pursuant to
which the Company was authorised to purchase up
to 42,122,600 ordinary shares. If Resolution 19 is
approved, the Company will be authorised to
purchase up to 42,122,600 ordinary shares.

In accordance with the terms of the Company's
issued preference shares, prior to purchasing any
ordinary shares, the Company may be required by
the holders of its preference shares to repurchase
some or all of the issued preference shares.
Accordingly, authority is also required to purchase
up to 400,000 preference shares {representing all

of the Company's issued preference shares at
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31 December 2006). In appropriate circumstances,
the Company may also seek to repurchase some or
all of the issued preference shares without
purchasing any ordinary shares. The Directors do
not have any current intention of invoking the
authority to purchase ordinary shares or preference
shares. If given, this authority will expire at the
canclusion of the Company’s next Annual General
Meeting or 18 months from the date of passing of
this Resolution, if earlier. The Directors intend to
seek renewal of this power at subsequent Annual
General Meetings.

The total number of options and warrants to
subscribe for ordinary shares that are outstanding
at 28 February 2007 (being the latest practicable
date prior to publication of this document) is
10,454,820 representing approximately 2.48% of
the existing issued share capital of the Company. If
the Company fully exercises the current authority
to purchase its own ordinary shares, this will
increase the proportion of options and warrants to
subscribe for ordinary shares that are outstanding
at the date given above as a percentage of issued
capital to 2.76%. If the renewal of the authority for
the Company to purchase its own ordinary shares
which is being sought at the Annual General
Meeting is approved by shareholders and that
authority is also fully exercised, this will also
increase the proportion of options and warrants to
subscribe for ordinary shares that are outstanding
at the date given above as a percentage of issued

capital to approximately 2.76%.
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Resclution No. 20: Approval of a contingent
share purchase contract and authority to
purchase Foundation Shares

This Resolution authorises and approves the
execution of the contingent share purchase
contract proposed to be entered into between the
Company and The Narthern Rock Foundation (the
Foundation) in relation to the off-market sale and
purchase of Foundation Shares. Any such sales and
purchases will only be made after the Company has
made market purchases of ordinary shares and in
order to maintain the Foundation’s shareholding

at just under 15% of the issued share capital of
the Company.

This Resolution proposes the approval of a
contingent share purchase contract with the
Foundation to permit purchases of a proportionate
number of Foundation Shares at a price per share
equal to the average price paid for any ordinary
shares acquired by the Company. The Company
nevertheless reserves the right to proceed with a
purchase of ordinary shares even if no Foundation

Shares are purchased.
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Summary of the principal terms of the Northern
Rock Approved Company Share Option Plan
2007 (the “Option Plan™)

1.1 Operation

The Remuneration Committee (the “Committee”),
the members of which are Non-Executive Directors,
will supervise the operation of the Option Plan. It is
intended that the Option Plan will be operated on
an all-employee basis, although Executive Directors
and other senior executives are excluded from

participating in the Option Plan.

1.2 Types of options

The terms of the Option Plan will allow the
Committee to grant options to eligible employees
(see section 1.3}. Options can normally only be
granted within 42 days of the adoption of the
Option Plan or of the publication of the Company's
financial results for any period. Options will have an
exercise price equal to the market value of the

shares at grant.

1.3 Eligibility

Any person who is an employee of the Company
(excluding Executive Directors and other senior
executives) will be eligible to participate in the
Option Plan. The Committee, in its absolute
discretion, shall determine which eligible employees
are granted options under the Option Plan,
although it is intended that the Option Plan will be

used on substantially an all-employee basis.

1.4 Exercise of options

Options will normally only be exercisable between
the third and tenth anniversaries of the date of
grant. Options will vest early int the following

circumstances:

{(a} on cessation of employment in the event of
injury, ill-health, disability, death, redundancy,
retirement or the sale of the business or Company

in which a participant is employed outside of the
group;

{b) on a change of control of the Company; or

{c) on the passing of a resolution for the voluntary
winding-up of the Company.

If a participant ceases employment with the group
for any reason other than those stated above,
options shall lapse on cessation of employment,
unless the Committee in its discretion determines

otherwise.

The participant shall be required to indemnify his
employer Company in respect of any tax or
employees’ national insurance contributions arising
in respect of the options. The rules of the Option
Plan will allow the Company to transfer the
employer’s national insurance contributions to the
participant, subject to the agreement of the
participant.

1.5 Performance conditions attaching to
options

Options will not be subject to any performance
conditions. This matter has been discussed with the
Association of British Insurers (ABI) and their
advance approval obtained on the basis that
Executive Directors and other senior executives are
excluded from participation and the Option Plan is

operated on substantially an all employee basis.

1.6 Individual limits
Cptions may anly be granted up to certain
individual limits imposed by HMRC. Under current

legislation, an individual may only hold unexercised
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approved options with a market value of up to
£30,000 (by reference to share price at grant).
There is no capacity to grant options in excess of
the £30,000 limit as unapproved options under
the terms of the Option Plan.

Summary of the principal terms of the Northern
Rock Savings Related Share Option Plan 2007

(the “Sharesave Plan")

2.1 Operation

The Committee will normally supervise the
operation of the Sharesave Plan. The Sharesave
Plan will be open to all UK employees who are

eligible employees {see section 2.3).

2.2 Types of option

Under the Sharesave Plan all eligible employees will
be able to enter into a three or five year savings
contract in conjunction with the grant of a share
option which can be exercised as set out at section
2.5 below. The initial invitation will invite the
employees to enter into either three or five year

savings contracts,

2.3 Eligibility

All UK-based employees and full time directors
(i.e. someone who spends at least 25 hours per
week in the performance of duties for the
Company) will be eligible to participate in the
Sharesave Plan provided that they have been so
employed for an eligibility period as determined by
the Committee {not exceeding five years ending
with the date of grant}. It is intended that the
eligibility period attaching to the initial invitations
will be 6 months,

2.4 Grant of options
The number of shares over which an option can be

granted is based upon the maximum number of
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shares that can be acquired, at the exercise price,
with the proceeds of the savings contract
(including a bonus paid at the maturity of the
savings contract). The maximum amount of monthly
contributions {when aggregated with any other
savings contracts) is £250. Participants will not
have to make a payment for the grant of an option.

The exercise price payable shall not be less than
80% of the market value of a share,

2.5 Exercise of options

Options can be granted under the Sharesave Plan
with a three, five or seven year vesting period. It is
intended that the first grant of options will become
exercisable after three or five years (subject to the

savings contract entered into by the participant).

Options will not normally be exercisable before the
bonus date applying to the related savings contract
(i.e. the earliest date on which a bonus is payable
under that savings contract - the “Bonus Date”).
Options can be exercised within the six month
period following the Bonus Date. To the extent an
option is not exercised during this period, the

option will lapse.

Where a participant gives notice that he intends to
stop paying monthly contributions under the
related savings contract or is deemed to have given
such notice or makes an application for the return
of his accumulated savings, the option may not

be exercised.

¥ a participant dies before the maturity of the
related savings contract, his option may be exercised
by his personal represzntatives within 12 months of
his death. Te the extent his option is not exercised
during this period the option will lapse.
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If a participant ceases to be employed by the
Company by reason of injury, disability, redundancy,
retirement {the retirement age has been specified
as 60 years of age), the sale of the Company or
business in which the participant works, options
can be exercised within six months of the date

of cessation of emplayment provided that the
options have not already lapsed in accordance

with the rules.

A participant will not be treated as ceasing to be
employed by the Company if he remains employed
by an associated Company of the Company.

If, within three years following the date of grant, a
participant ceases employment for any other
reason, the option will lapse on the date of

cessation of employment.

If more than three years have elapsed from the date
of grant, participants may also exercise their
options if they cease employment due to

retirement {at any age) or pregnancy.

Options may also be exercised in the event of a
change of control of the Company or on the
passing of a resolution for the voluntary winding-up
of the Company.

Summary of the principal terms common to
both the Option Plan and the Sharesave Plan
{together “the Plans”)

2.6 Plan limits

Options may be granted over newly issued or
existing shares, To the extent that shares are going
to be issued (or shares re-issued as treasury shares,
if applicable) to satisfy options, the aggregate
number that may be capable of issue or re-issue,
when added to the number of shares which have

been issued or re-issued or which remain issuable

or re-issuable under options granted under the
Plans and any other employee share plan operated
by the Company in the preceding ten years shall
not, on the date of grant, exceed 10% of the

Company's issued share capital.

2.7 Adjustment of options

If there is a variation of the share capital of the
Company {including a capitalisation or rights issue,
sub-division, rights issue, consalidation or
reduction of share capital}, the Committee

may make such adjustments as it considers
appropriate to the exercise price or number of

shares under option.

Prior HMRC approval must be obtained in relation

to any adjustment of options.

2.8 Amendments

The Committee may, at any time, amend the rules
of the Plans in any respect, provided that prior
shareholder approval is obtained for any
amendment that is to the advantage of
participants in respect of the provisions relating to
eligibility, the individual limit en participation, the
overall limits on the issue of shares, the terms and
rights of the options and the adjustment of
options in the event of a variation of the share
capital. However, shareholder approval is not
required for minor amendments to benefit the
administration of the Plans to take account of a
change or proposed change in legislation or to
obtain or maintain favourable tax, exchange control
or regulatory treatment for participants, the
Company or for any Company in the Company’s
group. No amendments may aperate to adversely
affect any rights acquired by a participant without
their prior consent.
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Prior HMRC consent must be obtained in relation
to any adjustments to a provision which is
necessary to meet the requirements of the relevant

tax legislation.

2.9 Termination of the Plans

The Plans will termirtate on the tenth anniversary of
the date of their adoption or on any earlier date on
which the Committee determines that the Plans
should be terminated. The termination of the Plans
will not affect any existing grants of options made

under the Plans.
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Summary of the principal terms common to
bath the Northern Rock Long Term Incentive
Plan 2007 (the “LTIP") and the Northern Rock
Share Matching Plan 2007 (the “SMP™)
({together the “New Share Plans™),

1.1 Operation
The Committee will supervise the operation of the

New Share Plans.

1.2 Eligibility

Any employee (including an Executive Director} of

the Company and its subsidiaries will be eligible to
participate in the New Share Plans at the discretion

of the Committee.

1.3 Grant of Awards

Both awards to acquire ordinary shares in the
capital of the Company granted under the LTIF and
matching awards granted under the SMP {together
“Awards”}, may, with the approval of the
Committee, be granted within the six week period
following shareholder approval of the New Share
Plans and thereafter within the six week period
following the Company’s announcement of its
results for any period. Awards may also be granted
when the Committee considers that there are
exceptional circumstances that justify the granting
of Awards. It is intended that the first Awards will
be granted shortly following shareholder approval
of the New Share Plans.

Awards may be granted as conditional allocations
of shares, as nil (or nominal) cost options with a
short exercise period or as forfeitable shares.
Although it does not currently intend to do so, the
Committee may decide that cash-based Awards of
an equivalent value to share-based Awards should
be granted or that share-based Awards should be
satisfied in cash (whether in whole or in part).

An Award may not be granted more than ten years

after shareholder approval of the New Share Plans.

Awards are not transfesable, except on death,

Awards are not pensionable.

1.4 Vesting of Awards

Awards will normally vest three years after the date
of grant to the extent that the applicable
performance conditions (see below and overleaf)
have been satisfied and provided that the
participant is still employed by the Company. For
Awards granted in the six week period immediately
fotlowing shareholder approval of the New Share
Plans. the vesting period will be slightly less than
three years in order to ensure that the vesting date

coincides with subsequent annual grants of Awards.

1.5 Performance conditions

Awards granted to senior executives will be subject
to performance conditions set by the Committee
that reflect the Company’s performance over a
fixed three year period (the “performance period”).

The Committee can set different perfaormance
conditions for future Awards from those that will
apply in respect of initial Awards, provided that, in
the reasonable opinion of the Committee, the
different performance conditions are not materially
less challenging in the circumstances than those

described above.

The Committee may also vary the performance
conditions applying to existing Awards if an event
has occurred which causes the Committee to
consider that it would be appropriate to amend
them, provided the Committee considers that the
varied conditions are fair and reasonable and not
materially less challenging to achieve than the
original performance conditions would have been
for the event in question.
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1.6 Leaving employment

As a general rule, an Award will lapse upon a
participant ceasing to hold employment or be a
director of the Company. However, if a participant
ceases to be an employee or director by reason of
death, retirement, injury, disability, redundancy, or
in other circumstances at the discretion of the
Committee, then his Award will vest when he leaves,
The extent to which an Award will vest in these
situations depends upon two factors: i} the extent
to which the performance conditions have been
satisfied by reference to the date of cessation; and
i) time pro-rating of the Award to reflect the
reduced period of time between its grant and
vesting, although the Committee can decide not
to time pro-rate an Award if it regards it as
inappropriate to do so in the particular

circumstances.

If a participant ceases to be an employee or
director of the Company for one of the “good
leaver” reasons specified above, the Committee can
decide that his Award will vest on the date when it
would have vested if he had not ceased
employment or office, subject to: i} the
performance conditions measured at that time; and
i) time pro-rating by reference to the time of

cessation as described above.

1.7 Corporate events

In the event of a takeover or winding up of the
Company (not being an internal corporate
reorganisation) all Awards will vest early subject to:
i) the extent that the performance conditions have
been satisfied at that time; and ii) (only in the case
of Awards that vest prior to the second anniversary
of the date of grant} the pro-rating of the Awards
to reflect the reduced period of time between their

grant and vesting (refative to the original vesting
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period). although the Committee can decide not to
time pro-rate Awards if it regards it as inappropriate

to do so in the particular circumstances.

In the event of an internal corporate reorganisation,
Awards will be replaced by equivalent new awards
over shares in a new holding Company unless the
Committee decides that Awards should vest on the

same basis as wouldl apply in the case of a takeover.

If a demerger, special dividend or other similar event
is proposed which, in the opinion of the Committee,
would affect the market price of the shares to a

material extent, then the Committee may determine
that Awards will vest on the basis which would apply

in the case of a takeover as described above.

1.8 Dilution limits
The New Share Plans may operate over new issue
shares, treasury shares or shares purchased in the

market,

In any ten calendar year period the Company may

nat issue (or grant rights to issue) more than:

{a) 10% of the issued ardinary share capital of the
Company under the New Share Plans or any other
employee share plan adopted by the Company; and

(b) 5% of the issued ordinary share capital of the
Company under the New Share Plans or any other
executive share plan adopted by the Company.

Shares held in treasury will count as new issue
shares for the purpose of these limits, unless

institutional investor bodies decide otherwise.

Shares issued or to be issued under awards or
options granted before the Company was listed on
the London Stock Exchange will not count towards
these limits.
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1.9 Participants’ rights

Awards of conditional allocations and options will
not confer any shareholder rights until the Awards
have vested or been exercised and participants have
received their shares. Holders of Awards of
forfeitable shares will have shareholder rights from
when the Awards are granted except that they may
be required to waive their rights to receive
dividends. The Committee may decide that
participants will receive a payment (in cash and/or
shares} on or shortly following the vesting of their
Awards, of an amount equivalent to the dividends
that would have been paid on the vested shares
between the time when the Awards were granted
and the time when they are transferred to
participants. Alternatively, participants may have
their Awards increased as if dividends were paid on
shares subject to their Award and then reinvested
in the further shares.

1.10 Rights attaching to shares

Any shares allotted when an Award vests or is
exercised will rank equally with all other shares then
in issue (except for rights arising by reference to a

record date prior to their allotment).

1.1 Variation of share capital

In the event of any variation of the Company’s
share capital or in the event of a demerger,
payment of a special dividend or similar event
which materially affects the market price of the
shares, the Committee may make such adjustment
as it considers appropriate to the number of shares
subject to an Award and/or the exercise price

payable (if any).

1.12 Alerations to the New Share Plans
The Committee may, at any time, amend the
provisions of the New Share Plans in any respect,

provided that the prior approval of shareholders is

obtained for any amendments that are to the
advantage of participants in respect of the rules
governing eligibility, limits on participation, the
overall limits on the issue of shares or the transfer
of shares held in treasury, the basis for determining
a participant’s entitlement to and the terms of, the
shares or cash to be acquired and the adjustment
of Awards.

The requirement to obtain the prior approval of
shareholders will not, hawever, apply to any minor
alteration made to benefit the administration of the
New Share Plans, to take account of a change in
legislation or to obtain or maintain favourable tax,
exchange control or regulatory treatment for
participants. Prior shareholder approval will also
not be required for any amendments to any

performance condition applying to an Award.

Summary of those principal terms specific to
the LTIP

2.1 Individual limit

An employee may not receive awards granted under
the LTIP in any financial year over shares having a
market value in excess of 200% of his annual base
salary in that financial year. For the foreseeable
future, it is the intention of the Committee to limit
all awards granted under the LTIP to 100% of
annual base salary and the Committee will consult
with major shareholders in the event that the limits

under this policy are increased.

2.2 Performance conditions

The performance conditions will be structured such
that a financial condition will first need to be
satisfied before awards can begin to vest. This
financial condition will take the form of an earnings
per share (“EPS"} growth target. Accordingly,
awards will only begin to vest provided that the
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Company’s EPS growth in excess of inflation (“RPI7)
is an average of 3% or more per annum over a
three year performance period commencing on the
first day of the financial year in which the award is

granted.

Awards will vest in accordance with the following schedule:

If the EPS growth target is satisfied, then the extent
to which awards vest, will be determined by the
Company's total shareholder return {*TSR"}
performance, compared to the TSR parformance of
the constituents of the FTSE 100 index, over a three
year performance pericd commencing on the first day

of the financial year in which the award is granted.

TSR ranking of the Company compared
to the FTSE 100 index over the

performance period

Vesting percentage of the shares subject
to an |TIP award

Below median ranking 0%
Median ranking 25%
Upper quartile ranking 100%

Between median and upper quartile ranking

Between 25% and 100% pro-rata on a
straightline basis

A Company's TSR will normally be averaged over a three month period immediately prior to both the beginning

and the end of the performance period.

3. Summary of those principal terms specific to
the SMP

3.1 Matching awards

Only matching awards can be granted under the
SMP. Matching awards are granted over a fixed
number of shares that ‘matches’ the number of
shares that an employee pledges to the SMP using
shares that they have acquired or will acquire

(“Investment Shares™).
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3.2 Individual limits

The maximum number of Investment Shares that
can be pledged to the Plan shall not exceed the
participant’s post-tax short term cash bonus earned

in respect of the preceding financial year.

Matching awards may be granted on a maximum
matching ratio of 2:1 ('matching’ shares to
Investment Shares) on a gross basis, i.e. based
upon the number of Investment Shares that a

participant could have pledged to the SMP were it
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not for the deduction of tax {at the participant’s
highest marginal rate}.

3.3 Vesting of matching awards

Matching awards will only vest to the extent that
Investment Shares remain pledged to the SMP If
prior to the vesting of a matching award a
participant’s Investment Shares are sold or
transferred, this will reduce on a pro-rata basis the
equivalent number of ‘'matching’ shares comprised

in the matching award that may ultimately be

transferred to the participant on vesting.

3.4 Performance conditions

Vesting of a matching award will be subject to a
performance condition measuring the Company’s
EPS growth in excess of RPI, averaged over a three
year performance period commencing on the first
day of the financial year in which the matching

award is granted.

Matching awards will be ‘'matched’/vest in accordance with the following schedule:

Average EPS growth of the Company

over the performance period

Matching/vesting ratio
{‘matching’ shares to Investment Shares)

Less than RPl + 5% p.a. Nil
RPl+ 5% p.a. 0.5:1
RPi+ 15% p.a. 2:1

Between RPl + 5% p.a. and RPI 4+ 15% pa.

Between 0.5:1 and 2:1 pro-rata on a

straight-line basis
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Information about Directors proposed by the Board

for election and re-election.

N Pease

Nichola Pease (aged 45), is Chief Executive of

} O Hambro Capital Management Limited. She was
appointed as a Non-Executive Director of Northern
Rock plc in February 1999. Ms Pease is Chairman of
the Remuneration Committee and is a Member of
the Audit Committee.

N A H Fenwick

Adam Fenwick {aged 46). was appointed to the
Board as a Non-Executive Director in November
2003, He is Group Managing Director of Fenwick
Limited 2nd a Non-Executive Director of John Swire
and Sons Limited. He is also a Trustee of Newcastle
Theatre Royal Trust Limited. Mr Fenwick is a
Member of both the Audit and Remuneration

Committees.

A M Kuipers

Andy Kuipers (aged 49), was appointed to the
Board as an Executive Director in January 2005.
He is responsible for the co-ordination and
direction of the Company’s sales, marketing,
products, pricing and retention activities. Mr
Kuipers is a Member of both the Chairman’s and
Risk Committees.
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K M Currie

Keith Currie {aged 50), was appointed to the
Board as an Executive Director in January 2005.
Mr Currie is responsible for the management of the
Company's Group Treasury function including
liquidity, wholesale funding, derivative portfolios
and the management of the Company’s
securitisation funding and covered bond
programmes. Mr Currie is a Member of both the

Chairman’s and Risk Committees.

D A Jones

The Group Finance Director, Dave Jones {aged 48)
is a Chartered Accountant. He was appointed to
the Board in February 2007 In his present role, he
is responsible for Finance, Internal Audit and
Compliance, Group and Credit risk management.
Mr Jones is also a Trustee of the Northern Rock
Pension Scheme. Mr Jones is a member of both the

Chairman’s and Risk Committees.




Notice of separate general meeting of the holders of ordinary shares

NOTICE 1S HEREBY GIVEN THAT a separate
general meeting of the holders of ordinary shares in
Northern Rock plc will be held at the Marriott
Gosforth Park Hotel. High Gosforth Park, Newcastle
upon Tyne, NE3 SHN on Tuesday, 24 April 2007,
to commence immediately after the conclusion of
the AGM of the Company to be held at 11.30 am
on the same date and at the same venue, to
consider and, if thought fit, pass the following

resclution as an extraordinary resolution:

EXTRAORDINARY RESOLUTION

A. THAT the allotment of any preference shares in
the capital of the Company pursuant to the
resolution numbered 16 in the notice of the Annual
General Meeting of the Company to be held on
Tuesday 24 April 2007 be sanctioned with
immediate effect in accordance with Article 15 of

the Articles of Association of the Company,

By order of the Board
Calin Taylor
Secretary

8 March 2007

Registered Office:
Northern Rock House
Cosforth

Newcastle upon Tyne
NE3 4PL
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Notes

1. Registered holders of ordinary shares who are
unable to attend the separate general meeting may
appoint one or more proxies (who need not be a

member of the Company) by:

{2) completing and returning the proxy form enclosed
in this pack to the Company’s Registrar at Capita IRG
Plc, The Proxy Processing Centre, Telford Road,
Bicester, OX26 4LD;

(b} (i) going to www.shareregistrars-northemrack.co.uk
and following the instructions pravided. Holders of
ordinary shares will need the Investor Code printed
on the form of proxy or form of direction

accompanying this Natice; or

(ii) if you are a user of the CREST system
(including CREST Personal Members), having an
appropriate CREST message transmitted.

IMPORTANT: In any case your instructions or
proxy form must be received by the Company's
registrar no later than 11.30 am on Sunday,

22 April 2007.

Registered holders of ordinary shares who return
completed proxy forms are not precluded, if they
subsequently so wish, from attending and voting in

person at the separate general meeting.

To appoint a proxy or to give or amend an
instruction to a previously appointed proxy via the
CREST system, the CREST message must be
received by Capita Registrars {ID RA10) not later
than 11.30 am on Sunday, 22 April 2007, Such
messages cannot be sent on weekends or on other
days when the CREST system is closed {such as
public holidays) or after 8.00 pm. For this purpose,
the time of receipt will be taken to be the time (as
determined by the timestamp applied to the
message by the CREST Applications Host) from

26

which Capita Registrars is able to retrieve the
message. After this time any change of instructions
to a proxy appainted through CREST should be
communicated to the proxy by other means. CREST
Personal Members or other CREST sponsored
members, and those CREST Members who have
appointed voting service provider(s} should
contact their CREST sponsor or voting service
provider(s) for assistance with appointing proxies
via CREST. For further information on CREST
procedures, limitations and system timings, please
refer to the CREST Manual, We may treat as invalid
a proxy appointment sent by CREST in the
circumstances set out in Regulation 35(5)(a) of
the Uncertificated Szcurities Regulations 2001.

Further details on the appointment of proxies
are given in the notes to the proxy form

enclosed with this pack.

2. Only those holders of ordinary shares on the
register of members as at 11.30 am on Sunday, 22
April 2007 shall be antitled to attend or vote at
the separate general meeting of holders of ordinary
shares in respect of the number of ordinary shares
registered in their name at that time. Changes to
entries on the register of members after 11.30 am
on Sunday, 22 April 2007 will be disregarded in
determining the rights of any person to attend or

vote at the separate general meeting.




Explanatory Notes

Resolution A: Consent to Modification of Class
Rights

The Notice of the Annual General Meeting of the
Company contains a resolution {(number 16)
authorising the Directors to allot relevant securities
of the Company. This would allow the Directors to
allot preference shares, which would rank in priority
to ordinary shares both in respect of a dividend
and in respect of capital on a winding up of the
Company. Under the Articles of the Company, an
allatment of preference shares is deemed to be a
variation of the class rights of holders of ordinary
shares and therefore requires their consent as a
class at a separate general meeting, The
extraordinary resolution proposed at A gives this
consent. It is not currently the Directors’ intention
to allot any preference shares but they would like
to have this flexibility.
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CUSTOMERS WITH A DISABILITY

Northern Rock is committed to providing customers with a quality
service. If you have a disability, we can offer you facilities that
may help you conduct your business with us. If you have any
special requirements or need information in an alternative format,
for example, Braille. audio tape, large print or interpreter services,
ptease call our Disability Awareness Team an 0191 279 5300.
Alternatively our text phone number is 0191 279 8505 or you
can contact us at disability.awareness @northernrock.co.uk




Northern Rock plc, Registered Office: Northern Rock House, Gosforth, Newcastle upon Tyne NE3 4PL
Registered in England and Wales under Company Number: 3273685 www.noarthernrock.co.uk
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MISSION STATEMENT
Northern Rock is a specialised lending and savings bank which aims to deliver superior value to

customers and shareholders through excellent products, efficiency and growth.

COMPANY STRATECY
Northern Rock is a specialised lender providing funds for residential mortgages, secured commercial
lending and personal finance. We obtain funds from both on-shore and off-shore personal savings,

wholesale money markets, covered bonds and from the securitisation of mortgage assets.

The Northern Rock strategy encompasses efficiency, growth and value for both customers

and shareholders.,

Efficiency is paramount to the Northern Rock business strategy. Cost efficiency is enhanced by low
cost, effective distribution and enables competitive pricing. Capital efficiency is achieved by

optimising the use of debt and equity capital.

By growing lending and improving the mix of higher margin products, Northern Rock aims to grow
earnings and improve returns to shareholders, at the same time as providing innovative and

consumer friendly products to our customers.

THE VIRTUQUS CIRCLE

Cost control

Enhanced
eps growth

Improved returns

Enhanced
capital efficiency
Competitive products,
product innovation and
transparency

High quality
asset growth
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CHAIRMAN'S STATEMENT

| am delighted to announce that 2006 has
been another excellent year for Northern Rock.
Qur strategy of using growth, cost efficiency
and credit quality to reward both shareholders
and customers continues to run well.

We reached all of our strategic goals and grew
both assets and profits to record levels. We
increased lending by 23% taking us to the
position of fifth largest UK mortgage lender by
stock. Qur assets increased by almost 24% to
pass £100 billion and we recorded underlying
profit growth of over 19% - well within our
newly upgraded strategic range. | congratulate
the executive team on another impressive
performance in an intensely competitive market.

Whilst we continue to grow rapidly, we have also
continued to invest in the business. Our Head
Office in Gosforth continues to expand, several
new branches have opened around the country
and development of our new office complex at
Rainton Bridge, near Sunderland, is underway.
Looking wider, our new conline savings operation
in Denmark was launched in February 2007,
with a supporting office in Copenhagen.

ECONOMIC AND MARKET BACKGROUND
Even though the Bank of England Base Rate
has been rising, it remains relatively low by
historic standards. Long term unemployment
remains low and we continue to see stable
levels of economic growth. We expect house
price inflation to moderate, and we continue to
see little prospect of a severe house price
correction, given that mortgages remain
comparatively affordable.

Our core market is the mortgage market. In
2006, the gross market was larger than
originally predicted at about £345 billion. This
year, we expect the market to be above this
and in 2008, to be a littte higher again,
reflecting house price growth. Support for the
housing market remains strong, with increasing
demand for property in the UK from first time
buyers, immigrant labour, university leavers and
a falling average household size. This is
combined with a restricted supply of new
housing completions. The remortgage market
also remains buoyant as customers seek to
refinance at the end of their “teaser” period.

CORPORATE SOCIAL RESPONSIBILITY

In this year's report, we have included an
expanded Community and Environmental Report
covering the progress we have made as a socially
responsible company and | would refer you to
that for further detail. We are proud of the fact
that in rewarding shareholders and customers, we
also benefit employees and the communities in
which they live.

| am however, pleased to report briefly our
continued charitable work. In 2006, Northern
Rock was ranked the third most charitable

FTSE 100 company, because of its donation of
5% of pre-tax profits to The Northern Rock
Foundation. In 2006, this totalled £31.4 million,
allowing the Foundation to continue its excellent
work in the North-East and Cumbria. Since our
flotation in 1997, the Foundation has received a
total of £175 million. | am also pleased to note
that staff fund-raising, which is doubly matched
by the Foundation, exceeded £2 million -
another notable landmark.
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CORPORATE GOVERNANCE

Croup Finance Director Bob Bennett retired
from the Board on 31 January 2007, and was
replaced by Dave Jones. previously Deputy
Finance Director of the Company.

Bob Bennett gave many years of distinguished
service to Northern Rock. He helped lead a
very successful flotation in 1997 and create a
clear strategy for the future based on growth,
efficiency and credit quality. | thank Bob for his
contribution over the years.

Replacing him involved a search of the market
for the best external talent, who were
compared with the best of our home grown
Executives and | am delighted that Dave Jones
emerged successfully from this search. In his
appointment, we are able to ensure continuity
in the development of Northern Rock. Dave
joined Northern Rock plc in February 1997
and was appointed Deputy Finance Director in
December 2000.

Northern Rock appointed Merrill Lynch to act
as joint corporate broker to the company from
January 2007. They will work alongside the
existing broker Hoare Govett. We believe that a
joint broker arrangement is now appropriate
and that the combined strength of Hoare
Govett and Merrill Lynch will provide the
support we need to continue the successful
development of the Company.

We hosted another Corporate Governance day
in London in November 2006, presenting our
approach and core values to our major
shareholders.

TREATING CUSTOMERS FAIRLY

| remarked last year that consumer confidence
is of great importance to our business and we
remain committed to fair and decent treatment
of our customers. Qur resolute and unique
commitment to offer existing customers the
same mortgage deals as new customers, when
they wish to remortgage with us, is a prime
example. We believe this rewards loyalty and
remains in the best interests of both the
customer and the business.

further comment in this area is also included in
the Community and Environmenta! Report.

DIVIDEND

Your Board is recommending a final dividend

of 25.3 pence per share, giving a total dividend
per share of 36.2 pence - an increase

of 20.3%.

CONCLUSION

We have once again grown the Company
strongly in 2006. Our strategy does not
change; we remain committed to efficiency and
cost control as we target growth in high-quality
assets. We will continue to offer our customers
transparent, competitive products and provide
goed returns to our sharehelders. We fund this
growth through retail savings, wholesale
depasits, covered bonds and securitisation.

| pay tribute to all the employees of Northern
Rock who contributed to this success in 2006.

Dr M W Ridley
27 february 2007
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In 2006 Northern Rock delivered excellent results including:

B RECORD UNDERLYING PROFIT ATTRIBUTABLE TO SHAREHOLDERS OF £367.0 MILLION -

AN INCREASE OF 19.1%

B TOTAL UNDERLYING ASSETS OF £100.5 BILLION — AN INCREASE OF 23.9%

RECORD GROSS LENDING OF £33.0 BILLION - AN INCREASE OF 22.7% AND A GROSS

RESIDENTIAL MARKET SHARE CF 8.3%

B RECORD NET LENDING OF £16.6 BILLION — AN INCREASE OF 14.2% AND A NET MARKET

SHARE OF 13.4%

B CREDIT QUALITY REMAINED ROBUST WITH MORTGAGE ARREARS OF 3 MONTHS OR
MORE, AT 0.42% — LESS THAN HALF THE INDUSTRY AVERAGE

MW COSTS TO ASSET RATIO IMPROVED TO 0.31%

W STATUTORY RETURN ON EQUITY OF 23.5% AND 21.9% ON AN UNDERLYING BASIS

M STATUTORY EARNINGS PER SHARE OF 94.6p — AN INCREASE OF 30.5%. UNDERLYING EPS

OF 88.1p — AN INCREASE OF 18.6%

B TOTAL DIVIDEND PER SHARE OF 36.2p — AN INCREASE OF 20.3%

M THE NORTHERN ROCK FOUNDATION — SUPPORTING CHARITABLE CAUSES - TO RECEIVE

A TOTAL FOR 2006 OF £31.4 MILLION

OVERVIEW

2006 has been another encouraging year for
MNorthern Rock. In a competitive environment,
we have delivered exactly what we said we
would. Asset growth is slowing gently to the
centre of its strategic range and underlying
attributable profit is moving up towards the
centre of its range. Both strategic ranges are
now the same at 20%+/-5%. We have
continued to deliver against our strategic
targets and we are pleased to announce results
that once again show strong growth, record
profit and improved earnings per share.

4

Cost efficiency remains key to our strategy.
Effective cost control drives down unit costs,
which allows us to offer an excellent range
of innovative, price driven products that
enhance our ability to attract and retain high

quality customers.

Our core products, mortgages and retail
savings, all performed well in 2006, supported
by our multi-channel distribution strategy. We
do not cross-subsidise and genuinely offer
existing customers new deals, which fuels our

strong retention stance. Qur core products are
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complemented by the sale of protection
products, offered in conjunction with our
insurance partners. These products are sold on
a needs-driven basis, offering choice and

transparency to our customers.

We continued to invest significantly in people,
systems and premises, to support increased
business volumes. We have continued to
expand our e-business links with both
intermediaries and direct customers. At the
end of 2006, around 90% of all mortgage
applications were being submitted online,
enhancing customer service and further

improving cost efficiency.

In addition to the expansion of our Gosforth
headquarters, a new office complex has
commenced development near Sunderland, we
have opened several new specialist mortgage
branches and an office in Copenhagen in
support of our new online savings operation

in Denmark.

LENDING

2006 was another year of record lending. Total
gross lending was £33.0 billion - 23% higher
than in 2005 and our second half performance
was particularly strong. By restricting
redemptions, we were able to grow net lending
by 14% to £16.6 billion. This strong
momentum in our lending means we entered
2007 with a total pipeline of £6.2 billion -
18% higher than the previous year.

Looking at residential mortgages, our gross
lending for the year was 23% higher at

£29.0 billion and net lending was 13% higher
at £15.1 billion, again with a strong second
half performance. We are now the fifth largest

UK mortgage lender by stock.

However, we have not sacrificed quality of
lending and saw three month plus arrears
numbers fall in the second half of the year to
0.42% — less than half the industry average.
The proportion of “together” lending, our
highest risk product, fell from 35% in the first
& months of the year, to 26% in the second
half of 2006 and the proportion of lending
over 90% LTV fell from 30% to 22% in 2006.

QOur standalone unsecured Personal Loan book
has also continued to prove resilient. Total
balances in the portfolio have increased to
£4.2 billion. The level of loans over 3 months
in arrears has remained stable since the half
year, at 1.09%, an extremely low level of

default for unsecured loans.

FUNDING

We continued to develop cur broad based and
diversified funding platform in 2006. There are
four arms — retail funding, wholesale funding,
securitisation and covered bonds — and we
raised a total of £18.8 billion.

Qur retail funding of £2.5 billion represented
14% of flow and we now have retail balances of
£22.6 billion — 24% of total funding stock. We

have 1.3 million accounts, with a strong
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franchise spread geographically across the UK,
Guernsey and Ireland. In February we expanded

our funding operation into Denmark.

New wholesale funding in 2006 reached

£2.9 billion reflecting both improved credit
ratings and our continued expansion into new
geographical territories. We now have
established funding programmes in most major
international capital and debt markets. Within
these markets we have established a strong
profile which meant that around 25% of the
total was raised in the private placement
medium term note market. We see plenty of
scope to increase our funding in these markets

to support our business growth.

We successfully completed four securitisation
issues in 2006 through our Granite
programme, totalling £17.8 billion, including
our biggest ever single issue of £6.0 billion.
The appetite for securitisation, particularly in
the US and Europe, remains huge. We now have
a total securitisation book of £40.2 billion,
representing 43 % of total funding stock, and
we would expect this to remain at or about

that level going forward.

Finally, in 2006 we completed two Covered
Bond issues totalling £2.7 billion. Again
demand remains strong, particularly in Europe,
and it represents a very attractive form of
funding. Our share of this market is small and
we are receiving encouraging noises from

international investors to launch a Covered

Bond in wider territories in 2007, so again we

can see more capacity for the future.

CREDIT QUALITY

The credit quality of our assets remains strong.
The arrears performance of our residential
lending book reflects this, with only 0.42% of
accounts three months or more in arrears -
below half the industry average — compared
with 0.45% at 30 June 2006.

The reason for this improvement is partially
because we have enhanced our debt
management operation and partially because
we have further improved our credit scoring
and front-end risk underwriting processes to
eliminate higher risk applications. Our
scorecards are highly predictive and are now
used extensively in our risk management
approach. We have also strengthened our
monthly behavioural scoring of existing
mortgage borrowers, which gives an early
warning of potential default — so we are
confident that the current historically low level

of default will continue.

The proportion of personal unsecured loan
arrears and commercial loan arrears also
remain very low, reflecting our consistent
policy of attracting only high quality lending

in these areas,

BASLE Il
We continue to expect to be a beneficiary from
Basle H and anticipate moving to full IRB waiver

for our mortgage portfolio very soon, subject
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to sign-off by the FSA. It must of course be
remembered that there is a 3 year transitional
period over which any capital release will be
realised. The outcome of our Basle project

continues to mean for us:
s Lower credit risk weightings

» Upward pressure on our capital ratios

compared to Basle |

* Reduced capital appetite for good quality

new lending

For the industry, there is unlikely to be
significant capital release for average quality
mortgages. Nor do we expect to see front-end
spreads get pushed down by excess capital

being competed away.

OUTLOOK

UK economic fundamentals are set to remain
supportive for the mortgage market - our core
market. Whilst interest rates have nudged up,
they remain historically low and long-term
unemployment also continues to trend at

low levels, meaning mortgage affordability
remains good. Last year's gross market was
£345 billion and this year we expect it to be at
least £350 billion, with 2008 a little higher,
reflecting recent house price growth, which we

see rising in {ine with earnings.

There are very limited alternative forms of
tenure and inelastic supply. New housing
completions can not keep pace with the key

demand drivers — immigrant workers, first time

buyers drifting back into the market, the
average size of households falling and home-
ownership being the preferred tenure option.
The professional buy-to-let market also has
structural support, from both the immigration
of labour and students teaving university with
over-hanging debt but still seeking an
independent household - they are natural

tenants for rental properties.

The remortgage market also remains strong,
the trigger event here is the end of a “teaser”
rate product. Households typically then
reorganise debts and seek the next follow-on
teaser product. We perform very well in
retaining these customers. The second part of
the remortgage market relates to home movers
and this is an area we will focus on going
forward. Of the volume lenders, only Northern
Rock now genuinely offers best deals to all
customers and we are well placed to compete

in this market.

I am pleased to be able to report another
encouraging year of business performance. We
are focussed on delivering our strategic targets
and continue to build on the foundations we

have in place.

Adam ) Applegarth
27 February 2007
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DIRECTORS' REMUNERATION

Details of the remuneration policy are set out
in the Directors’ Remuneration Report in the

full copy of the Annual Report and Accounts,
A summary of the key features of this report

and Directors’ individual remuneration is set

out below.

REMUNERATION POLICY FOR EXECUTIVE
DIRECTORS

The Board has adopted, on the
recommendation of the Remuneration
Committee, a remuneration policy to achieve

the objectives set out below:

* The Committee believes that the continuing
improvement in the performance of the
Company depends on individual
contributions made by the Executive
Directors. For this reason, the remuneration
policy is designed to provide transparent,
competitive packages to motivate, reward and

retain Executive Directors of high quality;

* Performance-related remuneration shouid
seek to align the interests of Executive
Directors with those of the shareholders
through the imposition of stretching
corporate performance targets and the
satisfaction of most short and longer term

incentives in the form of shares; and

* To motivate for future achievement, a
significant proportion of remuneration
should be based on operational and financial

performance both in the short and long term

together with the individuat contribution

made by the Executive Directors.

In 2006 the Executive Directors’ remuneration

package comprised:

* Basic salary, pension benefits and other
benefits in kind;

* An annual cash bonus worth up to 100%

of salary;

s A Deferred Share Scheme — with awards of
shares equal in value to the cash bonus
{i.e. up to 100% of salary) subject to the
Company achieving real Earnings Per Share
(“EPS") growth of 3% p.a. over a three

year period;

¢ A Bonus Matching Plan - where Executives
could invest their cash bonus in shares and
receive an award of Matching Shares of an
equivalent value subject to the Company
achieving real EPS growth of 3% p.a. over a

three year period;

* A Long-Term Incentive Plan - with
conditional awards of shares worth up to
100% of salary subject to a Total
Shareholder Return (“TSR") performance
condition relative to other FTSE 100

companies.

BASIC SALARY
The Committee’s objective is that Executive
Directors’ basic salaries should be paid at an

appropriately competitive level, taking account
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of both personal performance and of salaries
within a comparator group of financial
institutions. The Committee considers that
exceptional performance, whether corporate or
individual, should be rewarded through benus

and incentive schemes rather than basic salary.

Salaries are reviewed annually for each Executive
Director. Revised salaries, took effect from

1 January 2007 as follows {with the exception
of Mr Jones, whose revised salary took effect
from 1 February 2007 being the date of his
appointment as Group Finance Director).

£760,000
(2006 - £690,000)

A | Applegarth

D F Baker £530,000

(2006 - £455,000)
K M Currie £415,000

(2006 - £365,000)
D A Jones £415,000
A M Kuipers £415,000

(2006 - £365,000)

PENSION BENEFITS

Each of the Executive Directors currently
participates in the Northern Rock Pension
Scheme, a contributory pension scheme which
provides a pension of up to two-thirds of
pensionable salary on retirement, dependent
upon service. On death in service the scheme
also provides for a dependant'’s pension and a

lump sum of four times basic salary. This

pension and life assurance is provided from the
scheme (to the extent permitted by legislation)

and otherwise from separate arrangements.

In accordance with the terms agreed upon his
appointment as Group Finance Director, the
Board has approved the maintenance of
pension and life assurance benefits of Mr Jones
in respect of his eligible earnings in excess of

the pensions earnings cap.

POLICY ON EXECUTIVE DIRECTORS' SERVICE
CONTRACTS

It is the policy of the Company that Executive
Directors’ service contracts can be terminated
by 12 months’ notice given at any time. Each
Executive Director can terminate his

employment by giving 6 months’ notice.

All of the Executive Directors’ contracts may be
terminated immediately by Northern Rock with
(for Mr Baker) the payment of liquidated
damages equal to 12 months’ salary and the
value of annual bonus and benefits or {for

Mr Applegarth, Mr Kuipers, Mr Currie and Mr
Jones) a payment in lieu of notice equal to
such amount. Mr Applegarth and Mr Baker
would, in the event of a change of control in
Northern Rock, be entitled to terminate
employment and receive a liquidated damages
payment calculated on the same basis. The
terms of the Remuneration Committee make it
clear that the Remuneration Committee seeks,
in appropriate circumstances, to mitigate the
amount of termination payments made to

Executive Directors.
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PERFORMANCE GRAPHS

The performance graphs set out below illustrate the Croup’s TSR performance over the preceding
five years, 2002 to 2006, compared with that of the FTSE 100 Index of which Northern Rock has
been a constituent since September 2001 and that of the FTSE 350 Index of which Northern Rock

was a constituent prior to September 2001.

The FTSE 350 Index has been included because members of this index comprise the comparator

group for Long Term Incentive Plan purposes for 2004 and prior. The performance graphs have

been prepared in accordance with the Regulations.
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REMUNERATION OF THE CHAIRMAN AND NON-EXECUTIVE DIRECTORS

The remuneration of the Chairman is determined by the Committee and that of the other

204(3)
+1%

005} 2006(L)
+25 +19

+13 +22 +17

Non-Executive Directors is determined by the Board as a whole, on the basis of external

independent advice.

Revised fees for 2007 took effect from 1 January 2007 as follows:

Chairman
Senior Independent Non-Executive Director

Non-Executive Directors’ Basic Fee

Additional Fee for Membership of a Board Committee

Additional Fee for Chairman of a Board Committee

£315.000
£72,000
£45,000
£5,000
£16.,000

(2006 - £300,000)
(2006 - £67.000)
(2006 - £44,000)
(2006 - £5.000)
(2006 - £16,000)
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DIRECTORS’ INDIVIDUAL REMUNERATION

Details of Directors’ individual remuneration is set out below:

Non-Executive Directors 2006 2005
£000 £000

Dr M W Ridley (Chairman) 300 218
N A H Fenwick 54 43
Sir lan Gibson 80 49
N Pease 65 53
M ] Queen (appointed 5 )anuary 2005) 54 43
R A Radcliffe (appointed 1 March 2005) 56 37
Sir George Russell* (retired 25 April 2006} 26 60
Sir Derek Wanless 86 69
721 572

*Sir George Russell is a former member of the Non-Executive Directors’ section of the Northern

Rock Pension Scheme, which ceased to accrue benefits after 30 June 1997. His deferred pension

came into payment on 25 October 2005 at a rate of £12,229 p.a. and was increased to

£12,371p.a. on 1 April 2006, in line with the scheme rules.

Executive Chief Deputy Group Total
Directors Executive Chief Finance Executive Executive
Executive Director  Director  Director
A)Applegarth  DFBaker RFBennett KM Currie A M Kuipers
2006 £000 £000 £000 £000 £000 £000
Salaries and fees 690 455 455 365 365 2,330
Bonus 660 435 435 349 349 2,228
Total remuneration 1,350 890 830 714 714 4,558
Non cash benefits 14 10 19 11 11 65
Total emoluments 1,364 200 909 725 725 4,623
2005
Salaries and fees 625 390 390 270 270 1,945
Bonus 529 330 330 229 229 1,647
Total remuneration 1,154 720 720 499 499 3,592
Non cash benefits 14 10 18 11 11 64
Total emoluments 1,168 730 738 510 510 3,656
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BONUS MATCHING PLAN

Details of the Ordinary Shares over which the Directors have conditional rights under the Bonus

Matching Plan by year of grant are as follows:

Rights under Bonus Matching Plan

Date
granted

A ) Applegarth Jan-03
Jan-04
Jan-05
Jan-06
D F Baker Jan-03
Jan-04
Jan-05
Jan-06
R F Bennett Jan-03
Jan-04
Jan-05
Jan-06
K M Currie Jan-03
Jan-04
Jan-05
Jan-06
A M Kuipers Jan-03
Jan-04
Jan-05
fan-06

Rights
held
under
plan at
31Dec05

52,253
53,208
47618
38,728
35,472
31,605
38,728
35,472
31,605
22130
20,270
18,120
22,130
20,270
18,120

Rights
granted
during
2006

55,315

34,517

23,895

23,895

Market
price of
each
share at
date of
grant

£

6.10
7.40
7.73
9.57
6.10
7.40
7.73
9.57
6.10
7.40
7.73
9.57
6.10
7.40
7.73
9.57
6.10
7.40
7.73
9.57

Rights
released
during
2006

(52.253)

(38,728)

(22.130)

(22.130)

Rights
held
under
plan at
31DecO6

53,208
47,618
55,315
35472
31,605
34,517
35472
31,605
34,517
20,270
18,120
23,895
20,270
18,120
23,895

Date of
end of

qualifying
period

Jan-07
Jan-08
Jan-09
Jan-07
Jan-08
jan-09
jan-07
Jan-08
Jan-09
Jan-07
Jan-08
Jan-09
Jan-07
Jan-038
Jan-09

Shares granted in January 2003 vested in January 2006 when the Company's share price was £9.57.

The value, calculated in accordance with IFRS 2 - Share-based Payment, of these awards is being

charged to the income statement over the three-year period to which they relate. In 2006
£1,367.302 was charged to the income statement (2005 £1.138,922).

12




SUMMARY DIRECTORS’ REMUNERATION REPORT (continued)

DEFERRED SHARE SCHEME

Details of the Ordinary Shares over which the Directors have conditional rights under the Deferred

Share Scheme by year of grant are as follows:

Date Rights

granted held

under

plan at

31 Dec05

A ) Applegarth Jan 03 52,254

Jan 04 53,208
Jan05 47,618
Jan 06 -

D F Baker Jan 03 38,730
Jan 04 35,472
Jan 05 31,605
Jan 06 -

R F Bennett Jan 03 38,730
jan 04 35,472
Jan 05 31,605
Jan 06 -

K M Currie Jan03 22,131
Jan04 20,270
Jan 05 18,120
Jan 06 -

A M Kuipers Jan0Q3 22,131
Jan04 20,270
Jan 05 18,120
Jan 06 -

Rights
granted
during
2006

23,895

Market
price of
each
share at
date of

grant
£

6.10
7.40
7.73
9.57

6.10
7.40
7.73
9.57

6.10
7.40
7.73
9.57

6.10
7.40
7.73
9.57

6.10
7.40
7.73
9.57

Rights
released
during
2006

(52,254)

(38,730)

(38.730)

(22,131)

(22,131)

Rights Date of
held end of
under qualifying
plan at period
31 Dec06

53,208 Jan 07
47,618 Jan 08
55315 Jan 09
35,472 Jan 07
31,605 Jan 08
34,517 Jan 09
35,472 Jan 07
31,605  Jan 08
34,517 Jan 09
20,270 Jan 07
18,120 Jan 08
23,895 Jan 09
20,270 Jan 07
18,120 Jan 08
23,895 Jan 09

Shares granted in January 2003 vested in January 2006 when the Company’s share price was £9.57.

The value, calculated in accordance with IFRS 2 — Share-based Payment, of these awards is being

charged to the income statement over the three-year period to which they relate. In 2006

£1,367,302 was charged to the income statement (2005 £1,138,937).
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LONG TERM INCENTIVE PLAN
Details of the Ordinary Shares over which the Directors have conditional rights under the Long

Term Incentive Plan by year of grant are as follows:

Date  Rights Rights Market Rights Rights Rights Date of
granted held granted priceof  lapsed released held end of
under during each during during under qualifying

planat 2006 share at 2006 2006 planat period

31 Dec05 date of 31 Dec6
grant
£
A ) Applegarth  Jan 03 86,066 - 6.10 (86,066) - - -
Jan 04 76,351 - 7.40 - - 76,351 Jan 07
Jan 05 80,854 - 7.73 - - 80,854 Jan 08
Jan 06 - 72,100 9.57 - - 72,100 Jan 05
D f Baker Jan Q3 57,377 - 6.10 (57,377} - - -
Jan 04 50,676 - 7.40 - - 50,676 Jan 07
Jan 05 50,453 - 7.73 - - 50,453 Jan 08
Jan 06 - 47,544 9.57 - - 47,544 Jan 09
R F Bennett Jan03 57,377 - 610 (57,377) - - -
Jan04 50,676 - 7.40 - - 50,676 Jan 07
Jan 05 50,453 - 7.73 - - 50453 Jan 08
Jan 06 - 47,544 9.57 - - 47,544 Jan 09
K M Currie Jan 03 32,787 - 6.10 (32,787) - - -
Jan 04 25,054 - 7.40 - -~ 29,054 Jan 07
Jan 05 34,929 - 773 - - 34929 Jan 08
Jan 06 - 38,140 9.57 - - 38,140 Jan 09
A M Kuipers Jan03 32,787 - 6.10 (32,787) - - -
Jan 04 29,054 - 7.40 - - 29,054 Jan O7
Jan 05 34,929 - 7.73 - - 34929 Jan 08
lan 06 - 38,140 9.57 - - 38,140 Jan 09

Shares granted in January 2003 vested in January 2006 when the Company’s share price was £9.57.

The value, calculated in accordance with IFRS 2 - Share-based Payment, of these awards is being
charged to the income statement over the three-year period to which they relate. In 2006
£1,031,257 was charged to the income statement (2005 £850,310).

Nichola Pease
Chairman, Remuneration Committee
27 February 2007
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SUMMARY FINANCIAL REVIEW

INTRODUCTION

Following the introduction of International Financial Reporting Standards (*IFRS™), the balance
sheet and income statement are subject to a certain amount of volatility. This particularly arises
from accounting for hedges which although economically effective are deemed under {FRS rules to
be ineffective. In addition, volatility arises from fair value movements on derivatives taken out to
minimise risk in respect of certain financial liabilities and instruments included in non shareholders’
equity which themselves are not subject to fair value treatment. Where appropriate, such volatility is

separately identified and excluded from underlying results.

FINANCIAL PERFORMANCE
Summary income statements shown on a reported statutory basis and on an underlying basis for
2006 and 2005 are set out as follows:

2006
Statutory Adjustments  Underlying
£m £m £m

Net interest income 849.1 (26.1) 823.0
Other income 152.8 - 152.8
Net hedge ineffectiveness and other unrealised fair
value gains and losses 14.9 (14.9) -
Total income 1,016.8 (41.0) 975.8
Administrative expenses (277.5) - (277.5)
Covenant to The Northern Rock Foundation (31.4) 2.0 (29.4)
Operating expenses (308.9) 2.0 (306.9)
Impairment losses on loans and advances (81.2) - (81.2)
Profit before taxation 626.7 (39.0) 587.7
Income tax expense (183.7) 11.5 (172.2)
Profit for the year 4430 (27.5) 415.5
Attributable to:
Appropriations 48.5 - 48.5
Profit attributable to equity shareholders 394.5 (27.5) 367.0
Total 443.0 (27.5) 415.5
Earnings per share 94.6p 88.1p
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2005
Statutory Adjustments  Underlying
£m £m £m

Net interest income 752.3 (45.5) 706.8
Other income 129.0 - 129.0
Net hedge ineffectiveness and other unrealised fair
value gains and losses (56.4) 56.4 -
Total income B24.9 10.9 835.8
Administrative expenses (249.4) - (249.4)
Covenant to The Northern Rock Foundation (24.7} (0.5} (25.2)
Operating expenses (274.1) (0.5) (274.6)
Impairment losses on loans and advances (56.6) - (56.6)
Profit before taxation 4942 10.4 504.6
Income tax expense (144.9) (3.0} (147.9)
Profit for the year 349.3 7.4 356.7
Attributable to:
Appropriations 48.6 - 48.6
Profit attributable to equity shareholders 300.7 7.4 308.1
Total 349.3 7.4 356.7
Earnings per share 72.5p 74.3p

2006 reported statutory profit before taxation for the year increased by 26.8% to £626.7 million

with profit attributable to equity shareholders increasing by 31.2% to £394.5 million. On the same
basis return on equity was 23.5% (2005 - 19.3%) and the return on mean risk weighted assets

1.38% (2005 - 1.22%).

Based upon 2006 underlying results and the 2005 underlying results, profit before taxation

increased by 16.5% to £587.7 million with profit attributable to equity shareholders increasing by
19.1% to £367.0 million. Cn the same basis return on equity was 21.9% (2005 - 20.8%) and
the return on mean risk weighted assets 1.28% (2005 - 1.26%).




SUMMARY FINANCIAL STATEMENT

IMPORTANT NOTE:

The Summary Annual Report provides a
substantial amount of information
contained in the Annual Report and
Accounts. For a fuller understanding of the
Group’s results and its state of affairs, you
should consult the full annval accounts, the
auditor’s report on those accounts, and the
full Directors' Report. A full copy of the
Annual Report and Accounts can be
obtained, free of charge, from the
Company’s registrar at Capita Registrars,
Northern House, Woodsome Park, Fenay
Bridge, Huddersfield, HD8 OLA. If you wish
to receive copies of the Annual Report and
Accounts in subsequent years, you may elect
to do sc by making a request in writing to
the Company's registrar at the above
address, Alternatively you may obtain the
Annual Report and Accounts from the
Northern Rock website

www.horthernrock.co.uk

SUMMARY DIRECTORS' REPORT

ACTIVITIES AND BUSINESS REVIEW

The principal activity of the Group is the
provision of housing and property finance,
savings and a range of related personal
financial and banking services in the UK.

A review of the business and future
developments is given in the Chairman’s
Statement and the Chief Executive's Report.

RESULTS AND DIVIDENDS

Profit before taxation for the year ended

31 December 2006 was £626.7 million
(2005 £494.2 million). An interim dividend of
10.9p per share (2005 9.4p per share) was
paid in October 2006. The Directors propose
a final dividend of 25.3p per share (2005
20.7p per share) to be paid on 25 May 2007
to shareholders on the register at the close of
business on 27 April 2007.

DIRECTORS
The following were Directors of the Company

during the year:

Chairman Dr M W Ridley
Executive A ] Applegarth
Directors D F Baker

R F Bennett

{retired from the Board
31 January 2007)

K M Currie

D A Jones

{appointed 1 February

2007)

A M Kuipers

N A H Fenwick

Sir lan Gibsen, CBE

N Pease

M | Queen

R A Radcliffe, CBE

Sir CGeorge Russell, CBE
{retired 25 April 2006)

Sir Derek Wanless

Non-Executive

Directors



SUMMARY FINANCIAL STATEMENT (continued)

CORPORATE GOVERNANCE

The Group places a high degree of importance
on corporate governance and on how the
Group conducts its affairs. A detailed report on
corporate governance is contained in the

Annual Report and Accounts.

CHARITABLE CONTRIBUTIONS

The Company covenants 5% of its annual
pre-tax profits to The Northern Rock
Foundation. The amount due in respect of the
year ended 31 December 2006 amounts to
£31.4 millien. Of this amount, £14.7 million
was paid in October 2006 with a further
contribution of £16.7 million to be paid in
May 2007. More information about the
Foundation is available from:

THE NORTHERN ROCK FOUNDATION
The Old Chapel

Woodbine Road

Gosforth

Newcastle Upon Tyne

NE3 10D

TELEPHONE: 0191 284 8412
FAX: 0191 284 8413
e-mail: generaloffice@nr-foundation.org.uk

WEB: www.nr-foundation.org.uk

AUDITORS

The auditor’s report on the financiat
statements and the auditable part of the
Directors’ Remuneration Report of the Group
for the year ended 31 December 2006 was
unqualified and did not include a statement
under either section 237{2) or 237(3) of the
Companies Act 1985.

The auditors, PricewaterhouseCoopers LLP,
have indicated their willingness to continue in
office and a resolution to re-appoint them will

be proposed at the Annual General Meeting.

By order of the Board
C Taylor, Company Secretary
27 February 2007




SUMMARY CONSOLIDATED INCOME STATEMENT
For the year ended 31 December 2006

2006 2005
£m £m
Net interest income 849.1 7523
Fees, commissions and other income 152.8 129.0
Net hedge ineffectiveness 14.9 (56.4)
Total income 1,016.8 §24.5
Administrative expenses (247.2) (226.1)
Depreciation and amortisation {30.3) (23.3)
Covenant to The Northern Rock Foundation (31.4) (24.7)
Operating expenses (308.9) (274.1)
Impairment losses on loans and advances (81.2) {56.6)
Profit before taxation 626.7 4942
Taxation (183.7) (144.9)
Profit for the year 443.0 349.3
Attributable to:
Appropriations 48.5 48.6
Profit attributable to equity shareholders 394.5 300.7
Total profit attributable to equity holders of parent company 443.0 349.3
Basic earnings per Crdinary Share 94.6p 72.5p
Diluted earnings per Ordinary Share 93 8p 72.0p




SUMMARY CONSOLIDATED BALANCE SHEET
At 31 December 2006

2006 2005
fm £m
Assets
Cash and balances with central banks 956.0 69.2
Derivative financial instruments 871.3 1,449.8
Loans and advances to banks 5,621.3 50738
Loans and advances to customers 86,361.7 70,2399
Investment securities 6,630.4 53771
Intangible assets 90.4 78.2
Property, plant and equipment 197.1 180.6
Other assets, prepayments and accrued income 282.4 239.9
Total assets 101,010.6 82,708.5
Liabilities
Deposits by banks 2,136.2 1.536.8
Customer accounts 26,867.6 23,6726
Derivative financial instruments 2,392.5 846.1
Debt securities in issue
Securitised notes 40,225.7 31,156.4
Covered bonds 6,201.8 3,830.4
Other 17,866.8 17,147.8
Other liabilities, accruals and deferred income 1,115.9 843.4
Retirement benefit obligations 21.7 54.4
Subordinated liabilities 762.4 785.3
Tier one notes 209.4 223.9
97,800.0 80,0971
Equity
Shareholders’ funds
Called up share capital
Ordinary 123.9 123.9
Preference 0.1 -
Share premium account
Ordinary 6.8 6.8
Preference 396.4 -
Capital redemption reserve 7.3 7.3
Other reserves (1.3) 11.
Retained earnings 1,641.6 1.426.5
Total equity attributable to equity shareholders 2,174.8 1,575.6
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SUMMARY CONSOLIDATED BALANCE SHEET (continued)
At 31 December 2006

2006 2005
£m f£m

Non shareholders’ funds
Reserve capital instruments 2993 299.3
Subordinated notes 736.5 736.5
Total non shareholders’ funds 1,035.8 1,035.8
Total equity 3,210.6 2,611.4
Total equity and liabilities 101,010.6 §2,708.5

The summary financial statement on pages 17 to 22 was approved by the Board on 27 February

2007 and signed on its behalf by:

Dr M W Ridley A ) Applegarth

Chairman Chief Executive

D A Jones

Group Finance Director
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NOTE TO THE SUMMARY FINANCIAL STATEMENT

BASIS OF PREPARATION

The 2006 Financial Statements have been prepared in accordance with EU endorsed International
Financial Reporting Standards (“IFRS"), IFRIC interpretations and with those parts of the
Companies Act 1985 applicable to companies reporting under IFRS.
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INDEPENDENT AUDITORS’ STATEMENT TO MEMBERS OF NORTHERN ROCK PLC

We have examined the summary financial statement which comprises the Summary Consolidated
Income Statement, the Summary Consolidated Balance Sheet and the Summary Directors’

Remuneration Report.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS
The Directors are responsible for preparing the summary annual report in accordance with United

Kingdom law.

Our responsibility is to report to you our opinion on the consistency of the summary financial
statement within the summary annual report with the full annual financial statements, the Directors’
Report and the Directors’ Remuneration Report, and its compliance with the relevant requirements

of section 251 of the Companies Act 1985 and the regulations made thereunder.

We also read the other information contained in the summary annual report and consider the
implications for our statement if we become aware of any apparent misstatements or material

inconsistencies with the summary financial statement.

This statement, including the opinion, has been prepared for and only for the Company's members
as a body in accordance with section 251 of the Companies Act 1985 and for no other purpose.

We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any

other person to whom this statement is shown or into whose hands it may come save where

expressly agreed by our prior cansent in writing.

BASIS OF OPINION

We conducted our work in accordance with Bulletin 1999/6, ‘The auditors’ statement on the
summary financial statement’ issued by the Auditing Practices Board. Our report on the Company's
full annual financial statements describes the basis of our audit opinion on those financial

statements and the Directors’ Remuneration Report.
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INDEPENDENT AUDITORS” STATEMENT TO MEMBERS OF NORTHERN ROCK PLC
{continued)

OPINION

In our opinion the summary financial statement is consistent with the full annual financial
statements, the Directors’ Report and the Directors’ Remuneration Report of Northern Rock ple for
the year ended 31 December 2006 and complies with the applicable requirements of section 251
of the Companies Act 1985, and the regulations made thereunder.

PricewaterhouseCoopers LLP
Chartered Accountants and Registered Auditors
Newcastle upon Tyne 27 February 2007

Notes:

(a) The maintenance and integrity of the Northern Rock website is the responsibility of the
Directors; the work carried out by the auditors does not involve consideration of these matters
and, accordingly, the auditors accept no responsibility for any changes that may have occurred
to the full annual financial statements or the Summary Annual Report since they were initially
presented on the web site.

(b) Legislation in the United Kingdom governing the preparation and dissemination of financial

statements may differ from legislation in other jurisdictions.
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FINANCIAL CALENDAR

2007

24 January 2007
24 April 2007

25 April 2007

27 April 2007

25 May 2007

25 July 2007

26 September 2007
28 September 2007
26 October 2007
2008

30 January 2008
22 April 2008

23 April 2008

25 April 2008

23 May 2008

23 July 2008

24 September 2008
26 September 2008

24 Qctoher 2008

Preliminary results for the year ended 31 December 2006
Annual General Meeting

Ex-dividend date for final dividend for 2006

Record date for final dividend

Payment date for final dividend

Interim results for half year to 30 June 2007

Ex-dividend date for interim dividend for 2007

Record date for interim dividend

Payment date for interim dividend

Preliminary results for the year ended 31 December 2007
Annual General Meeting

Ex-dividend date for final dividend for 2007 {provisional)
Record date for finat dividend {provisional)

Payment date for final dividend

Interim results for half year to 30 June 2008

Ex-dividend date for interim dividend for 2008 (provisicnal)
Record date for interim dividend (provisional)

Payment date fer interim dividend
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Mr AB Sample
1 Sample Street

L=

v I 1 separate General Meeting of the holders of ordinary shares
24 April-2007
T gen e ARG

82-35026

®  Sample Town el '}raglvl:N‘ll‘lNAZ(lN 39
o Sample City SUnTORATD LA vk

o AB11BA

)

o

Before completing this form, please read the guidance notes overlaaf.
ANNUAL GENERAL MEETING

Resolutions ¥ g%
_ 2 &t
1 To receive the report of the Direclors
and accounts
2 To approve the Directors’ Remuneration
Report
3 To declare a final dividend on the
orgdinary shares
4 To re-elect Keith McCallum Currie
as a director
§ To re-elect Andy Merze Kuipers
as a director

6 To elect David Andrew Jones
as a director

7 To re-elect Nichola Pease
as a director

8 To re-elect Nicholas Adarn Hodnett Fenwick
as a diractor

9 To re-appoint PricowaterhouseCoopers LLP
as auditors of the Company

10 To authorisa the directors to fix the
remuneration of the auditors

SEPARATE GENERAL MEETING OF THE HOLDERS OF ORDINARY SHARES

Resolution

For

Agalinst
Vota

Withheld

A .~To sanction the allotment of any preference shares
pursuant to the resoluticn numbered 16 in the Notice
of the Annual General Meeting (")

Investor Code 00000000000

Resolutions

11 To approve the Northern Rock
Commpany Shara QOption Plan 2007

12 To approve tha Northern Rock
Savings Related Share Option Plan 2007

13 To approve the Northern Rock Long Term
Incentive Plan 2007

14 To approve the Northern Rock
Share Matching Plan 2007

15 To offer shareholders the option of receiving
new ordinary shares instead of cash in
respect of dividends

16 To authorise the Comparny to allot
unissued shares

17 To disapply pra-emption rights (%)
18 To adopt the new Articles of Association (*)

19 To authorise the Comparny to purchase its
own shares ()

20 To approve and authorise the Gompany to
anter into the contingent shara purchase
contract with The Northern Rock Foundation
and {o purchase Foundation Shares {*)

[} Special Resolution (™) Extraodinary Resokution

1/We hereby appoint the Chairman of the Meetings OR the following person (see note 1 overleaf):

Please leave this box blank if you hava selected the Chairman, Do not insert your own name(s). (BLOCK CAPITALS)

For

Against

Vote
Withheld

Fold Harep I

as my/our proxy to attend and vote for me/us and on my/our behalf at the ANNUAL GENERAL MEETING of Northern Rock plc {the "Company™) to be held at 11.30
am on Tuesday, 24 April 2007 (and at any adjournment thereof) and at the SEPARATE GENERAL MEETING of the holders of ordinary shares in the Company to be
held immediately after the conclusion of the ANNUAL GENERAL MEETING {and at any adjournment thereaf). l/'We wish my/our proxy to vote on resolutions 1 10 20
and resolution A proposed at the meatings as indicated on this form (see notas 7 and 8 overleaf).

Signatura {Pleasa sign in the box above)
Any one joint holder may sign

2 0 0 7

Date




GUIDANCE NOTES ON COMPLETING THE FORM OF PROXY

1. As a member entitled to attend and vote, if you would prefer to appoint same person other than the Chairman
of the Meetings as your proxy (who need not be a member of the Company), you should insert the full name
of your proxy in the box on the front of this form. Please do not insert your own name(s).

2. To be valid this form of proxy together with any authority (see notes 4 and 5) must be signed and must be
received by the Company's Registrar at The Proxy Processing Centre, Telford Road, Bicester OX26 4LD
by 11.30 am on Sunday, 22 April 2007. Please fold this form once along the mark indicated overteaf and
return, using the pre-paid envelope provided. Alternatively you may chocse to submit your proxy instructions
electronically (see note 9).

é"“"“‘f;"’. * .H “‘\

3. if someong,si rcxsiﬁyour behalf, the appropriate power of attorney must be lodged with

the Com@ar rar b

4. A corporation must execute this form of proxy under its seal or under the hand of a duly authorised officer or
attorney or other person authorised to sign it and the appropriate power of attorney or other authority must
be iodged with the Company’s Registrar.

5. In the case of joint holders the vote of the senior shall be accepted to the exclusion of that of the other joint
holders. Seniority will be determined by the order in which the names of the joint holders stand in the register
of members in respect of the joint holding.

6. A proxy need not be a member of the Company. Completion and return of the form of proxy will not prevent
you from attending and voting at the Meetings in person. Please note if you wish to attend in person or have
appointed a proxy to attend on your behalf please retain the enclosed attendance card for inspection.

7. Please place an X in the boxes overleaf indicating how you wish your votes to be cast on the resolutions (see
note 8 if you wish any of your votes to be withheld). Subject to any voting instruction given, the proxy will vote
or may withhold his or her vote on any resolution as he or she may think fit. Unless otherwise instructed, the
proxy may also vote or withhold his or her vote as he or she thinks fit on any other business which may
properly come before the Meetings (including any motion to amend any of the resolutions). The full text of each
resolution is set out in the accompanying Notices.

8. The “Vote Withheld” box is provided to enable you to abstain on any particular resolution. However, it should
be noted that a “vote withheld” is not a vote in law and will not be counted in the calculation of the proportion
of votes “for” and “against” a resolution.

9. To submit your proxy instructions electronically, click on www.shareregistrars-northernrock.co.uk and follow the
onling instructions. Alternatively, CREST members can submit their vote through the CREST electronic proxy
appointment service. Please refer to note 1 on pages 8 and 26 of the accompanying Notices under the heading
‘Notes’.

IMPORTANT: In any case your instructions or proxy form must be received by the Company’s
Registrar no later than 11.30 am on Sunday, 22 April 2007,

10. This form is issued only to the addressee(s} and is specific to the unique Investor Code printed hereon. This
form is not transferable between different shareholders. Neither the Company nor Capita IRG Ple accept any
liability for any instruction that does not comply with these conditions.

Northern Rock plc - Registered In England and Wales No. 3273685. Registered Offlce - Northern Rock House, Gosforth, Newcastle upon Tyne NE3 dft.

PXA4 - 07
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Northern Rock plc
Ordinary Shares of 25p
Annual Consolidated Tax Voucher for the tax year ending 5 April 2007

Mr AB Sample
1 Sample Street
Sample Town

Sample Cit
AB1 '1)BA y

Tax Voucher
ISIN:GB0001 452795

northern rock

investor Code 00000000000

Please note these are your bank or building society account details registered
to receive dividend payments.

Sort Code 12-34-56

Account No. 12345678

Raoll No,

Bank Name SAMPLE BANK, BANK ACCOUNT

This Consolidated Tax Voucher details the dividends paid on your holding of Northern Rock Ordinary Shares of 25p which have bean paid direct to a bank/building
socigty account.

Dividend Dividend Paid to holders Payment Holdli .
oldin Tax Credit Net Payment
Payment Rate registered on Date g ' ym
FINAL 13.7p 02-MAY-2003 30-MAY-2003 2000 £30.44 £274.00
INTERIM 7.5p 26-SEP-2003 31-O0CT-2003 2000 £16.67 £150.00

This voucher should be kept. It will be accepted by HM Revenue & Customs as evidence of a tax credit.

If you have any questions about this Tax Voucher, please write to our Registrar, Capita Registrars, Northern Mouse, Woodsome Park, Fenay Bridge, Huddersfield,
HO8 OLA or contact our shareholder helpline on 0870 162 3140, Please quote your Investor Code when contacting us.

PXCT - 07

C. Taylor, Secretary
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northern rock

Attendance Card - Annual General Meeting and
subsequent separate General Meeting of the
holders of ordinary shares ({together the “Meetings”) Mr AB Sample

10 be held at the Marriott Gosforth Park Hotel, High Gosforth Park, Newcastle
upon Tyme on Tuesday, 24 April 2007 at 11.30 am and the separate General

Meeting of the holders of ordinary shares in the Company to be held immediately
after the conclusion of the Annual General Meeting. If you {or your proxy) intend
{0 attend the Meetings, you {or your proxy) shoulkd sign this card and, on arrival,
hand it to a Company official.

Investor Code 00000000000

Signature of Shareholder/Proxy* * (delete whichever is not applicable)

Northern Rock plc, Registered Office: Northern Rock House, Gosforth, Newcastle upon Tyne NE3 4PL
Registered in England and Wales No. 3273685.

northern rock

Warning to Shareholders

Over the last year many companies have become aware that their shareholders have received unsclicited phone calls
or correspondence concerning investment matters. These are typically from overseas based 'brokers' who target UK
shareholders offering to sell them what often turn out to be worthless or high risk shares in US or UK investments.
They can be very persistent and extremely persuasive and a 2006 survey by the Financial Services Authority (FSA)
has reported that the average amount lost by investors is around £20,000. It is not just the novice investor that has
been duped in this way; many of the victims had been successfully investing for several years. Shareholders are
advised to be very wary of any unsolicited advice, offers to buy shares at a discount or offers of free reports into the
company,

If you receive any unsolicited investment advice:

+ Make sure you get the correct name of the person and organisation.

4 Check that they are properly authorised by the FSA before getting involved. You can check at
www.fsa.gov.uk/register,

4 The FSA also maintains on its website a list of unauthorised overseas firms who are targeting, or have targeted,
UK investors and any approach from such organisations should be reported to the FSA so that this list can be
kept up to date and any other appropriate action can be considered. If you deal with an unauthorised firm, you
would not be eligible to receive payment under the Financial Services Compensation Scheme. The FSA can be
contacted by completing an online form at www.fsa.gov.uk/pages/doing/regulated/law/alerts/overseas.shtml.

4 |nform our Registrar's Compliance Department on 020 8639 2041 or email compliance@capitaregistrars.com

Details of any sharedealing facilities that the company endorses will be included in company mailings.

More detailed information on this or similar activity can be found on the FSA website
http://www.moneymadeclear.fsa.gov.uk.
IEE—
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Directional Guide

The Marriott Gosforth Park Hotel
High Gosforth Park

Newcastle upon Tyne
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